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In Compliance with the provisions of Paragraph 13, Section 9, Chapter 
303 of the laws of North Dakota, passed by the Twelfth Session of the 
Legislative Assembly, and amended by Chapter 232 of the Laws of North 
Dakota of 1917, the North Dakota Tax Commission herewith submits its 
Fourth Biennial Report. 
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RECOMMENDATIONS 

The Commission begs leave to submit the following recommendations 
to the Sixteenth Legislative Assembly: 

I. COUNTY ASSESSORS. 

The Assembly should abolish the office of Township or District As- 
sessor and substitute therefor an appointive county assessor. The County 
Assessor should be appointed by the State Tax Commission, and hold 
office for a term of not less than four years. He should be subject to 
removal by the same authority. The period of assessment should be 
lengthened and Assistant County Assessors created to aid in the work of 
assessment. 

11. THE COMMISSION AS STATE BOARD OF EQUALIZATION. 

The Tax Commission should be the State Board of Equalization. In 
practically one-half of the states, Tax Commissions have supplanted the 
State Boards of Equalization. The work of equalizing is highly tech- 
nical and requires the work of experts. The Tax Commission is equipped 
with the expert knowledge to accomplish this work. 

III. TAX RECORDS REMOVED. 

The State Auditor is now Secretary to the State Board of Equaliza- 
tion. The Chairman of the Tax Commission should succeed him in 
that office. All assessments and taxation reports now. made to the State 
Auditor should be made to the State Tax Commission and records per- 
taining to assessments in the State Auditor's office should be removed 
to those of the Tax Commission. 

IV. CONFERENCE OF TAX OFFICIALS. 

To secure uniform assessment, officials must confer. An act should 
be passed providing for an annual meeting of County Assessors with the 
State Tax Commission for the purpose of conference and mutual study 
of tax problems. 

V. INCREASED REVENUES. 

The state needs more revenue. Instead of increasing the assessed 
value of property already heavily burdened, new sources of revenue should 
be tapped. Corporations organized under the laws of other states and 
doing business in this state should be subject to taxation. Corporations 
engaged in inter-state commerce and foreign corporations engaged in 
loaning money direct, cannot be reached in any other way. The privilege 
of transacting business in the state is valuable and should bear a tax. 

VI. CORPORATE EXCESS TAX. 

Corporations which make a very large return upon their actual invest- 
ments and create a value not represented by tangible properly upon which 
the public pay returns, should be taxed. The difference between the go- 
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ing concern value of a corporation and its tangible property should be 
assessed. The revenue from this source should go direct to the general 
fond of the State. 

VII, MORTGAGE REGISTRATION TAX. 
Money loaned on North Dakota real property by non-residents cannot 
be taxed in the state. Comparatively little money is loaned on local real 
estate by residents of this state. In order to reach the non-resident mort- 
gage holders, a tax should be levied upon the registration of mortgages. 
This would reach every mortgage registered in the state. This tax should 
be paid direct to the general fund of the state. 

VIII. RE-DISTRIBUTION OF MILL TAX. 

Rather than increase the tax burden upon property already heavily 
taxed, a re-distribution of the mill tax on money and credits should be 
made, providing that a larger amount should go to the general fund of 
the state. 

IX. GROSS EARNINGS TAX. 

The assessments and the distribution of the assessments of certain 
public utilities is so great a burden upon the state that the revenue de- 
rived from them hardly compensates for the cost of distribution and the 
collection of the tax. Moreover, they present great difficulties of asssess- 
ment and are subject to gross inequality under the property tax. The 
following tax upon their gross earnings should be levied: Telegraph 
and telephone companies — from 3% per cent to 5 per cent; Pullman com- 
pany, 5 per cent; car line companies, 7 per cent. 

X. REDISTRIBUTIONS OF UTILITY TAX. 

Gross injustice results from the present distribution of the revenue 
from public service corporations. The taxing district in which their 
property is located receives all the revenue, while taxing districts con 
tributing quite as much to the support of the utilities, but in which they 
have no property, receive no revenue. The tax of these utilities should 
be paid into the Treasury of the State and allocated to local governmental 
divisions upon some equitable basis. 

XI. INCOME TAX. 

A great many recipients of substantial incomes very largely escape 
the tax burden. Professional men, money lenders and those engaged in 
similar occupations receive large incomes and often have but little 
property; a large part of the property of the state is assessed but 20 
per cent of its actual value, while other large classes are assessed at 
90 per cent 

Ah income tax should be levied upon all property not assessed at 30 
per cent of the actual value and included in Class I of the Classification 

Act 

A duplicate of the returns made by the property owner to the Federal 
Government under the income tax should be required to be returned to 
the State Tax Commission and a low tax rate levied on the income ascer- 
tained therefrom. 
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CHAPTER I. 

WORK OF THE TAX COMMISSION. 

The 1911 session of the Legislative Assembly provided for the creation 
of a state tax commission. It gave the Commission "power to exercise 
general supervision over the administration of the assessment and tax 
laws of the state, over assessors, town, county and city boards of review 
and equalization, and all other assessing officers in the performance of 
their duties." In 1917 the powers of the Commission were enlarged and 
among the new powers were: right of instituting civil proceedings for the 
enforcement of the revenue and taxation laws of the state ; to require 
county auditors to transmit tax abstracts to the commission; to appoint 
special assessors to re-assess any property in any assessment district when 
such ^assessment is desirable or necessary; and to require county au- 
ditors to place on the assessment rolls property which has escaped tax- 
ation. In addition the Commission was directed to prescribe the form 
of all blanks used in the assessment of property. Powers were given also 
to hear and determine all matters of grievance relating to taxation. This 
subject will be further discussed in another place in this report. 

ABATEMENT OF TAXES. 

At its last session, the legislature passed a law providing for relief 
where taxes had been illegally assessed. The courts of this state had held 
that, with few exceptions, relief could not be granted even from illegal 
taxes, except through the courts. Such relief was both cumbersome and 
expensive. Experience has taught that most relief sought was for small 
amounts and that it would be cheaper to pay the tax complained of than 
to litigate it. The new remedy provided is speedy and inexpensive. Th^ 
law gives the board of county commissioners power to pass on all applica- 
tions for abatement and after favorable action on the part of the board, 
the record is sent to the tax commission for final action and the results 
are certified to the county audito'r. This law became effective July 1st, 
1917. In one year's time nearly a Jthousand applications have been re- 
ceived and acted upon by the tax commission, which demonstrates the great 
need existing for authority to correct errors in taxation. One really 
remarkable fact is apparent ; in none of these cases was it necessary 
for the applicant to employ the services of an attorney. In administering 
the law the commission has made little use of its powers to correct valu- 
ations but has restricted its activities almost entirely to correcting errors 
in the records. 
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CLASSIFICATION OF PROPERTY. 

When North Dakota adopted its constitution it provided that "Laws 
shall be passed taxing by uniform rule all property according to its true 
value in money." This was the rule in practically all of the states at 
that time and it was but natural that a new state should adopt it. When 
such provisions were first written nearly all property was tangible. It 
was a mistake for North Dakota to adopt such a constitutional pro- 
vision ; the economic world was already in the midst of a period of trans- 
ition; business and commerce were no longer carried on by money, but 
by a system of credit. So, too, the corporate life of the nation was as- 
suming large proportions and new kinds of property were being created, 
principal among which were the various kinds of corporate stocks and 
bonds and franchises. The above constitutional enactment was not suited 
for the taxation of intangibles. It is not intended here to enter into 
an academic discussion of the taxation of intangibles. The subject is 
too well known among students of taxation to take up any space in this 
report. On one thing all are agreed; a heavy tax on intangibles will 
drive most of them into hiding. This is true as to money and credits. 
But the rule, of course, cannot apply as to franchises. In another place 
we have discussed the returns of money and credits in North Dakota 
for taxation, showing an application of the principal that a low rate 
on intangibles will bring about a greater listing and also more tax re- 
turns. 

In former reports this commission urged upon the legislature the neces- 
sity of changing the constitutional requirement of uniform assessment ac- 
cording to value. In accordance with such recommendations the legis- 
lature in 1915, passed an amendment to the state constitution providing 
that all property in the state be classified for such purposes. This was 
adopted by popular vote of the people of the state at* the general election 
in 1916. 

In 1915 the legislature passed an act providing for the taxation of 
money and credits at two mills on each dollar of the full value of the 
property. For good reasons this law was declared void. At the next 
session of the legislature, in 1917, acts were passed not only taxing nionej 
and credits, but classifying all taxable property within the state for pur- 
poses of taxation. Three classes were created. Class one includes all 
land, town and city lots, railroads, bank stock, express and telegraph 
property, taxable at 30 per cent of actual value. Class two includes all 
livestock, agricultural and other tools and machinery, gas and other en- 
gines and boilers, threshing machines and outfits used therewith, auto- 
mobiles, motor trucks and other power driven cars, vehicles of all kinds, 
boats and all water craft, harness, saddlery and robes, flour mills, ele- 
vators and warehouses and storehouses of all kinds, buildings and all 
improvements on railway right of way and leased sites, stocks of merchan- 
dise, all fixtures and equipment, franchises, patents, royalties, electric 
light and gas plants, telephone lines, including wire, pole and pipe lines, 
waterworks systems, including pipe lines, structures and improvements 
upon town and city lots and all property not specifically mentioned 
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and is assessed at 20 per cent of actual value. Class three Includes ail 
household goods, house equipment, wearing apparel, structures, and 
improvement upon farm land, stocks other than bank stock, bonds, money 
and credits, provided, such intangibles are not assessed under a mill or 
flat rate law, and are assessed at 5 per cent of actual value. The law 
contains a provision that cities and villages, by resolution, may fix a dif- 
ferent percentage on which to assess structures, of not less than 5 per 
cent. This makes it possible for structures in cities and villages to be 
assessed upon the same basis as farm improvements. 

At the same session the legislature passed an act assessing money and 
credits at a flat rate of three mills on each dollar of actual value. The 
law expressly exempted from its provisions money and credits belonging 
to incorporated banks or building and loan associations situated within 
this state which are otherwise assessed. 

The legislature also passed a law fixing the situs within this state of 
all bills receivable, obligations or credits arising from business done in 
this state. This law was very promptly attacked in the courts by foreign 
interests but was upheld by the supreme court of the state. 

TAXATION OF FARM IMPROVEMENTS IN CANADA. 

The people of the state have for several years demanded a change in the 
law for the assessment of improvements on farm lands. Several Cana- 
dian provinces have taken a lead in this reform and are generally pointed 
to as having desirable laws on the subject. A member of this commis- 
sion went to Canada and personally investigated the system. Particular 
attention was given to the problem in the rural municipalities of Mani- 
toba, Saskatchewan and Alberta. Expressions from the local officials 
were obtained in writing as to the desirability of such a law. Many 
such officials, being farmers, could view the problem from a dual angle. 
They were tax payers and at the same time they were officials charged 
with the responsibility of administering public law. About five hun- 
dred letters were mailed to such officials and over one hundred 
replies were received. In every instance these officials expressed 
themselves as favorable to the complete exemption of farm improvements 
from taxation. Many replies were received from former Americans who 
contrasted the Canadian and American systems of taxing farm improve- 
ments or other consumptive products, much to the disparagement of the 
American system. There was a difference of opinion among the residents 
of cities relative to the exemption of improvements in cities, the prin- 
cipal objection being the one of expediency. Usually a larger tax base was 
desired on account of heavy city expenditures. A complete exemption of 
farm improvements could not be granted under our constitution, but the 
classification act makes it possible to lower the percentage of value so 
that It amounts to a practical exemption. There is no doubt but what 
such a theory is economically sound. What we have said concerning 
money and credits and Improvements on farm lands applies with equal 
force to "household goods, and house equipment and wearing apparel/' 
as expressed in the act. 

Any classification act must necessarily be arbitrary. While the prao 
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tical working of the act has revealed a decided improvement, yet we 
believe further improvement could be made in rearranging the classes. As 
illustrative of the point we would sugest transferring from class two to 
class one the following items : automobiles, motor trucks and other power 
driven cars, not otherwise taxed, flour mills, elevators, warehouses, im- 
provements on railway right of way, leased sites, stocks of merchandise, 
franchises, royalties, electric light and gas plants, telephone lines and 
waterworks systems. 

We further believe that all personal property, exemptions should be 
curtailed or that all household goods should be totally exempt. 

INSTRUCTIONS TO TAXING OFFICIALS. 

In accordance with custom the department sent printed instructions 
to the assessors, both in 1917 and 1918. To do so was unusually imperative 
for the latter year, owing to the numerous changes in the revenue and 
taxation laws. In such instructions the entire field of listing and ap- 
praising real and personal property was covered. The schedule adopted 
by the state board of equalization was discussed item by item with ap- 
propriate instructions for each item. Through the courtesy of the county 
auditors such instructions were distributed to the assessors with the of- 
ficial supplies. During the assessment season the commission was in con- 
stant communication with assessors in the various counties of the state 
answering inquiries, both legal and otherwise, as to the performance of 
their duties. While the field of instructions was broad and in detail, yet 
special emphasis was placed on the new law which provided for the as- 
sessment of money and credits. The rate was reduced to three mills on 
the dollar in the hope that a larger amount of such property would be re- 
ported for taxation. How well our expectations were realized is de- 
tailed in another place in this report. 

In addition to the printed instructions to assessors members of the 
commission covered as many counties as possible and addressed the as- 
sessors at their annual meetings. The auditors in about one half of the 
counties urged that a member of the commission attend their meetings. 
In many counties every assessor was present, and in every county where «* 
commissioner was present not more than ten per cent of the assessors were 
absent. No such interest had ever been manifested before. In some coun- 
ties the meeting lasted all day, so intense was the interest of the asses- 
sors in the performance of their duties. 

The results have been highly gratifying and beyond our expectation. 
Never before in the history of the state has there been such cordial co- 
operation between state and local taxing officials; never before has such 
a satisfactory assessment and equalization been accomplished. 

THE ASSESSMENT OF MONEY AND CREDITS. 
Although the 1917 money and credits law became effective July 1st, 1917, 
the attorney general of the state ruled that money and credits could not 
be assessed under its provisions until 1918. This Commission through 
printed instructions, letters and addresses, endeavored to impress upon 
the subordinate taxing officials of the state the necessity of a strict com- 
pliance with the letter of the law. About the time the local assessors cod- 
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eluded their work, the larger cities of the state were circularized airi 
the total assessments secured. With this as a basis, the Commission 
began urging upon certain cities the necessity of renewed efforts in or- 
der to secure a fair assessment of this class of property. As soon as the 
auditors were in possession of the total assessment of the counties, they 
were circularized and the assessments by taxing districts secured. 

Upon receipt of these reports the Commission found that several hun- 
dred taxing units In the state had either failed to make returns or had 
made inadequate returns. To reassess them would entail great expense 
and hardship on the taxing districts of the state and for this reason 
the Tax Commission sent a circular letter to every delinquent assessor, 
notifying him that unless by September- 1, he had made a satisfactory 
re-assessment of his taxing district, it would be re-assessed by the State 
Tax Commission and the expense for such assessment collected from him- 
self or his bondsmen. The effect of this letter was instantaneous and 
remarkable. Assessors either re-assessed and put the property upon the 
tax lists or satisfied the Commission or county auditor that the assess- 
ment was the best that could be made. Practically every tax payer in 
the state signed the blanks as a result of the original assessment or the 
re-assessement. . 

Members of the Commission and special agents visited many parts of 
the state and placed upon the lists large sums of property escaping tax- 
ation. The results are gratifying. The total assessed valuation, when the 
final re-assessment is all made, will be considerably in excess of a hun- 
dred million dollars. This property last year was assessed at scarcely 
more than one million dollars, or, according to the 1917 report of the 
state board of equalization, $1,228,751. 

This class of property for six years has been assessed as follows : 



1913 
1914 
1915 
1916 
1917 
1918 



> 780,344 

992,588 

533,163 

1,257,904 

1,228,751 

100,162,309 



INHERITANCE TAX. 

The legislature at its last session passed a new act taxing the devolu- 
tion of property. The first law of the kind was enacted in 1903 provid- 
ing a tax against the estate itself when more than twenty-five thousand 
dollars passed to collateral relatives 6r strangers in blood. This law 
was a complete failure, both in its administrative provisions and also as 
a revenue producer. In 1913 the legislature passed a workable law on 
the subject which resulted in a fair production of revenue. This law 
has caused a great deal of litigation and has been upheld; in all courts, 
having been attacked in the supreme court of the state and of the 
United States, yet it withstood all assaults and remains intact today for 
the administration of estates of decedents who died while it was in ef- 
fect. The courts construed it to cover intangibles belonging to the es- 
tates of decedents who were non-residents. Under this theory the com- 
mission caused to be taxed certificates of deposit issued by North Dakota 
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banks, mortgages on North Dakota real estate, certificates of stock and 
bonds of North Dakota corporations. 

In all such cases the evidence was held in another state by the non-resi- 
dent at the time of his death. In this work we had the hearty support of 
local county officials. Without their help much of the property would not 
have been discovered and consequently would have escaped taxation. We 
desire to emphasize the importance of work of this kind done by the regis- 
ters of deeds, county auditors and county judges. This second law provided 
a tax of twenty-five per cent on the devolution of all property to non- 
resident aliens who were collateral relatives or strangers in blood. This 
feature of the law was in direct conflict with many treaties and was 
suspended as to all foreigners protected by treaty. But some of the na- 
tions of the world did not have the subject covered in their treaties with 
us, and the law was rigorously enforced as to the subjects of such coun- 
tries. The supreme court of the United States upheld the commission, 
and affirmed our own supreme court, in applying the law to Norwegians. 
Similar treaties are in force with other European countries. The same 
rate was applied to Canadians, although the treaty with Great Britian 
^ prevented such a discrimination, providing Canada file a written ac- 

ceptance with the Secretary of the State within a specified time. This 
Canada neglected to do. This made the tax on collateral relations and 
strangers who were foreigners residing outside the United States un- 
fair as among the class. For this reason the commission recommended 
a change in the law in this respect. A discrimination was also made 
against nieces and nephews who were taxed the same as strangers in blood 
and at a higher rate than cousins. This feature of the law was twice 
contested and as many times upheld by the state supreme court. While 
the court held that discrimination was a matter of legislative discretion, 
still the commission considered it unfair and recommended a change. 

In 1917 the legislature passed a new inheritance tax law in which it 
eliminated the objectionable features above pointed out. The new law 
reduces the exemptions and rearranged the rates in a true mathematical 
ratio. Both the rates and the exemptions are progressive. Owing to the 
short time the law has been effective, no construction has been placed on 
it by the courts, although several actions are pending. This law will 
produce much more revenue than the old one. During the fiscal year 
ending June 30, 1918, there was actually collected $71,640 while, of 
course much has not been paid owing to the fact that one year is given 
in which to make payment without penalty. Much credit is due the 
county judges for their unceasing efforts in making the administration of 
this law a success. 

The commission, of its own initiative and independent of the courts, has 
collected thousands of dollars from foreign states which never reach the 
county courts. 

ASSESSMENT OF BANK STOCK. 

Prior to the year 1914 great inequalities existed in the assessment of 
bank stock. The bankers' association requested the tax commission to 
review the assessment for that year, on account of such inequalities. 
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Upon investigation it was found that bank stock had been assessed for 
1913 at from 25 per cent to 70 per cent of true value. The tax com- 
mission, in 1914 and since, has reviewed the assessment of bank stock 
for the entire state to the satisfaction of the banks as well as local taxing 
officials. 

The legislature, at its last regular sessions, upon the recommendation 
of the Tax Commission, made a change in the law governing the assess- 
ment of bank stock by limiting the amount which might be deducted 
from capital stock for not investment in real estate. In 1917 there were 
21 banks which escaped taxation altogether. This was on account of 
the provisions of law then in force which permitted a deduction of the 
net investment in real estate from the sum of the capital stock, surplus 
and undivided profits. At the same time and for the same reason there 
were 57 banks which were assessed at one thousand dollars or less. 
These facts disclosed a weakness in the law and the legislature for that 
reason passed a law preventing deduction of more than 60 per cent of 
the capital stock, surplus and undivided profits. The result, of course, 
has been a material increase in the total assessment of the banks of the 
state. 

RAILWAY TAXATION. 
The tax commission has for years recommended to the state board 
of equalization a formula for the assessment of railroads; this formula 
has been recognized by the courts of last resort as a proper method of 
fixing railway valuations. At the time the commission turned its at- 
tention to this most important problem, it was found that no method of 
any kind was used in valuing this extensive class of property. To bring 
about a reform of such gros irregularities was a result ardently hoped for 
by the members of the commission. 

In 1914 figures were submitted to the state board by this commission 
asking for a large increase in the assessed valuation of the railways of 
the state. Such figures were based upon a scientific method of deter- 
mining railway valuations. It was recommended to the board of equali- 
zation that in 1914 the assessed values of the four principal railroads 
in the state be increased over the assessment of 1913, as follows : 

Increase Total Value 



Northern Pacific — 57% 
Great Northern — 47% . 

Soo Railroad— 28% 

C. M. & St. P 



$21,920,800 

26,198,772 

13,099,052 

3,115,050 



These recommendations were ignored by the state board. 

In 1915 the commission employed Dr. E. Dana Durand, a statistician 
of national reputation to value the railroads of the state. This was 
done, standard methods being used. His conclusions fully justified the 
recommendations of the tax commission for 1914 for we find his figures 
as follows, using 25 per cent of the actual value for the assessed value, 
viz: 



Northern Pacific 
Great Northern 
Soo 



$21,240,130 
25,133,053 
11,181,369 



Including all the railroads in the state the total railway assessment to- 
taled $62,116,714. These recommendations were ignored by the state 
board. 
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In 1916 the tax commission used the formula adopted by Dr. Durand 
in 1015 and found the total assessment should be $60,681,553. These 
recommendations were ignored by the state board. 

In 1917 the commission again submitted recommendations to the state 
board for the assessment of railroads which were on the four principal 
railroads of the state, as follows, viz. : 



Great .Northern . 
Northern Pacific 

Soo 

C. M. & St. P. . 



$29,348,832 

25,449,488 

13,024,518 

4,463,017 



Together with the smaller railways of the state the total assessment rec- 
ommended for 1917 amounted to $73,349,467. 

The state board of equalization gave close consideration to the recom- 
mendations of the commission, with the result that the following was the 
assessment of the four principal railroads of the state, viz: 



Great Northern . 
Northern Pacific 

Soo 

C. M. & St. P. 



$28,318,277 

24,387,178 

13/014,571 

4,321,853 



The assessment of the smaller railways of the state made a total assess- 
ment amounting to the sum of $70,805,238. 

In 1918 the assessment of the four principal railways in the state was 
as follows: 



Great Northern . 
Northern Pacific 

Soo 

C. M. & St. P. .. 



$31,176,274 

26,861,981 

14,317,657 

4,768,063 



Including the assessment of all railroads of the state, for 1918 the 
total assessment amounted to $77,844,040. 

LEGAL ACTIVITY. 

During the past year, as during the entire time of its organization, this 
Commission has devoted a great deal of its time to the prosecution of 
tax litigation in the courts of the state. The inheritance tax department 
is constantly engaged in litigations covering many of the provisions of 
the 1913 and 1917 laws. 

During the past year two important decisions were secured construing 
the situs law and money and credits act. Chapter 229, the Situs Act, 
and Chapter 230, money and credits act, were construed by the supreme 
court in State of North Dakota ex rel Wheeler v. Packard. The 
court sustained the validity of both acts, with the result a large amount 
of property, arising out of business transacted in the state, but owned 
by non-residents of the state, was brought under the taxation and revenue 
laws of North Dakota. A large amount of revenue will be derived from 
this source which will flow both into the local and state treasuries. This 
law was attacked both from within and without the state and in spite 
of the able and imposing array of legal counsel employed by the plaintiffs, 
the Tax Commission won a complete victory. 

Even more important and far-reaching was the decision in State of 
North Dakota ex rel City of Fargo v. John Wetz, the motor vehicle 11- 
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cense law case. The 1917 legislative assembly enacted a law providing 
that motor vehicles be taxed upon their brake horse power instead of 
according to value and that such a tax be in lieu of all other taxes. The 
case was one of great difficulties and was vigorously fought through tho 
supreme court by the tax commission both on the original hearing and 
the re-hearing. The entire taxation arid revenue provisions of the Con- 
stitution were involved as well as the adoption of the amendments to 
Section 176 and 179. The Tax Commission won a complete victory an 1 
secured a settlement of all the mooted questions surrounding the taxation 
provisions of the constitution. North Dakota now has what is known as 
a wide open taxation and revenue constitution. The requirements of uni- 
fomity are met when a tax is uniform upon the same class of subjects 
within the taxing jurisdiction. Under such a construction of our con- 
stitutional provisions, the classification of property for the purpose of 
taxation, segregation of state and local income and many other things 
are possible. 
The four principal railroads operating in the state are protestnig their 

1917 assessment on the ground that officials willfully discriminated 
against their property by assessing railroad property at 30 per cent of 
its actual value and other property at 20 per cent of its actual value. 
The cases involve approximately one million dollars of the revenues of 
the state. A temporary injunction was secured from the United States 
District Court and testimony is being taken before an examiner. Values 
are being thoroughly gone into and the state will secure a judicial assess- 
ment of the railroads of the state. The same railroads are protesting their 

1918 tax which will be disposed of in the same manner and at the same 
time as the 1917 tax. The testimony has been gathered, papers drawn, 
the briefing done and the cases handled by the Tax Commission. 

Owing to a death in the attorney general's office and to the pressure of 
work requisition was made by that department upon the Tax Commission 
for assistance in a number of pending rate cases growing out of attempts 
on the part of utilities to increase their rates owing to the increased cost 
of operation. A number of these cases are pending and will be largely 
handled by the Tax Commission, 

It will thus be seen that the legal activities of the Commission have 
been wide and varied and during the past year have done much to settle 
the mooted questions of law concerning taxation and revenue as well 
as rates. 

EDUCATIONAL CAMPAIGN. 

The Commission has continued to carry on an educational campaign. 
One of its principal activities since its organization has been to furnish, 
not only the people of the state, but the departments of the state govern- 
ment with information, not only concerning taxation but the cost of gov- 
ernment and kindred fiscal subjects. The financial history of the state 
has been continued and brought down to date and there are presented 
in this report elaborate statistics on the cost of both state and local gov- 
ernment since statehood. In addition to this work the members of the 
commission and their employees have in a great many public speeches 
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through newspaper and magazine articles, discussed the question of tax- 
ation with a view of centralizing and corallating the tax activities of the 
state — an endeavor to bring to pass reforms looking toward a vastly 
improved taxation and revenue system for the state. 

EQUALIZATION. 

One of the most important functions of the Commission is the equaliza- 
tion of the tax burden. It was not alone created for the purpose of dis- 
covering new sources of revenue and placing escaped property on the 
tax lists, but it was one of the purposes of the enactment of the law to 
equalize the burden as between the different classes of property. Much 
has been accomplished along this line. Property is being constantly 
brought out of hiding and placed upon the tax rolls at a fair valuation 
or in such manner that it will bear its portion of the tax burden. The 
money and credits law, classification act, motor vehicle law, and many 
other laws are the result of the agitation of the Tax Commission for 
an equality of burden — for placing the burden of taxation upon those 
most able to bear it and upon those classes of property which makes an 
unusual demand upon the public treasury. The removal of some of the 
burden from consumptive goods, such as the 5% valuation of farm im- 
provements and of household goods and equipment, are steps in the direc- 
tion of relieving these classes of property from an unscientific tax. 
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CHAPTER II. 



COST OF GOVERNMENT. 

In 1913 this Commission first attempted a study of the cost of govern- 
ment in North Dakota. The chapter devoted to the subject in the biennial 
report of that year proved of such general interest that the work there 
attempted has been brought down to date. With the great world war in 
progress and the unprecedented expenditure of two billion dollars a 
month by the Federal Government, increased importance attaches to the 
cost of state and local government; The greatly increased tax burden 
has aroused public interest and the quickened public conscience is demand- 
ing, and will continue to demand with increasing emphasis, that all ex- 
penditures for public purposes be closely scrutinized by those entrusted 
with the management of the fiscal affairs of the state and its political sub- 
divisions. The time is fast approaching when the purchasing power of the 
dollar must be the same whether it is expended by the state or its political 
subdivisions, or in the private walks of life. In brief, the time has arrived 
when business methods must be applied to public affairs. To accomplish 
this much desired end it is essential that not only officials, but the public 
generally be informed as to the cost of the various activities of the state, 
county, cities, townships and school districts. In the tables following in 
this chapter, it is attempted to classify and compare such expenditures. 

INCREASE OF POPULATION, VALUATION, TAX LEVIES AND BANK DE- 
POSITS SINCE STATEHOOD 

TABLE NO. 1. 



State Tax | $ 

Population J 



1890 I 1917 
427,6291$ 1,628,424 
190,983] 660,928 



Dollars 

1,200,795 
469,945 



Increase 



Percent. 
281 
246 



Valuation 

Total Tax 

County Tax . . . 
Township Tax . 

City Tax 

Common School 
Bank Deposits . 



88,896,291 
2,430,548 
574,670 
221,692 
253,587 
879,576 
4,022,356 



392,140,603 
18,495,357 
5,534,499 
2,229,426 
2,341,032 
6,618,965 

151,324.194 



303,244,312 
16,064,809 
4,959,829 
2,007,734 
2,087,445 
5,739,389 

147,301.8381 



341 
660 
863 
905 
823 
652 
3662 



The 1890 population was taken from the United States census; the 
1917 population was estimated by adding the average yearly increase of 
1910 to 1915. 

In Table Number One the total state tax levy, assessed valuation, and 
the tax levies of the counties, cities and common schools are compared 
with the population, assessed valuation and bank deposits for the years 
1890 and 1917. The state tax levy has increased 280 per cent in the 
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twenty-eight year period. The total tax levy has increased 060 per cent, 
the county tax levy 863 per cent, the city tax levy 955 per cent, the com- 
mon school levy 652 per cent, while the population has increased but 239* 
per cent. Bank deposits show the enormous increase of 3662 per cent. 

It is apparent from this compilation that we must look to the local gov- 
ernments, the county, the city and the common school district for the 
increase in tax burdens. While the total tax levy has increased 660 per 
cent, the state tax levy has increased but 280 per cent. The state tax levy 
has forged somewhat ahead of population but has lagged behind the 
increase in valuation and is very modest as compared with the increase 
of the tax burden of the counties, the cities and the school districts. 

This simple table disproves the contention that increased taxes are due 
to the extravagance of the state government. The conclusion cannot be 
escaped that, relatively, the cost of the state government has decreased 
rather than increased; that we must look for the increase in the tax 
burden to the local taxing units. 

TABLE NO. 2 
PERCENTAGE OF STATE TAX TO TOTAL TAX SINCE STATEHOOD 



Year 



Tax Levy 

for all 
Purposes 



State 
Tax 
Levy 



Ratio of 

State of 

Total Tax 

Per Cent 



1890 
1891 
1892 
1893 
1894 
1895 
1896 
1897 
1898 
1899 
1900 
1901 
1902 
1903 
1904 
1905 
1906 
1907 
1908 
1909 
1910 
1911 
1912 
1913 
1914 
1915 
1916 
1917 



2,336,540 

2,436,107 

2,250.858 

2,434,631 

2,561,858 

2,858,892 

2,799,311 

2,872,249 

2,912,554 

3,123,575 

3,370,782 

4,174,494 

4,236,422 

4,913,185 

5,600,417 

6,326,216 

7,052,262 

7,926,350 

8,819,292 

9,903,196 

10,021,081 

11,366,832 

11,992,301 

12,888,753 

14,027,674 

16,192,169 

16,545,924 

18,495,337 



400,827 

412,530 

317,192 

409,000 

384,700 

428,195 

394,281 

403,580 

445,531 

514,503 

517,419 

872,195 

736,341 

805,754 

855,278 

919,820 

1, 0-41. 251 

1,087,817 

1,189,589 

1,447,751 

1,225,812 

1,269,288 

1,333,462 

1,365,918 

1,323,294 

1,633,683 

1,403,180 

1,628,425 



17.16 
16.93 
14.10 
16.80 
15.02 
15.00 
14.10 
14.06 
15.20 
16.47 
15.95 
20.88 
17.39 
16.58 
15.27 
14.54 
14. 76 
13.70 
13.50 
14.61 
12,23 
11,17 
11.12 
10.59 
9.43 
10.08 
8.48 
8.80 



If Table One does not clearly indicate that the increased tax burden 
is due to the increased activities of counties, cities, and school districts, 
Table No. two furnishes conclusive proof that the cost of the state govern- 
ment is all but negligible and has relatively decreased since statehood. 
In the second column of this compilation is to be found the total levy, 
state and local, for all purposes from 1890 to 1917, inclusive. In the 
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third column is found the direct tax levy for state purposes for the 
corresponding years and in the fourth column the ratio which the local 
state tax levies bears to the total levy for all purposes. While it is true 
that the ratio found in the fourth column does not indicate the total 
burden of the state government as compared with its local subdivisions, 
since the state receives a larger proportion of its income from indirect 
taxes than the counties, cities and school districts, yet it clearly indicates 
that our tax bills would not be very much reduced if the state govern- 
ment was bolished. We began statehood with a state tax levy bearing 
the ratio of 17.16% to the total tax levy. The highest point of state levy 
was reached in 1901 when an extraordinary levy was made to provide a 
sinking fund for certain illegal funded indebtednesses. The lowest ratio 
was reached in 1916, owing to the fact that the state board of equaliza- 
tion made a flat reduction in acre property and railroads and did not 
levy enough to meet the current expenditures of the state. In thej year 
1917, while caring for deficits of the year 1916, shows only a ratio of 8.8%, 
a decrease of approximately 50% in the relative cost of state government 
as compared with its local subdivisions since statehood. 

TABLE NO. 3 



Year 


Per Capita 

State Tax 

Levy 


State 
Levy 
Mills 


General 

Fund Levy 

Mills 


1890 


$ 2.30 
2.34 
1.78 
2.03 
1.66 
1.91 
1.50 
1.40 
1.49 
1.67 
1.65 
2.53 
1.96 
2.03 
2.02 
2.05 
2.19 
2.15 
2.23 
2.54 
2.10 
2.25 
2.26 
2.29 
2.20 
2.69 
2.28 
2.63 


4.5 

4.7 

4.0 

4.5 

4.6 

4.5 

4.3 

4.4 

4.4 

4.5 

4.5 

7.0 

5.5 

5.5 

5.5 

5.3 

5.3 

5.1 

5.2 

5.2 

4.4 

4.4 

4.4 

4.5 

4.3 

4.3 

4. 

4.3 


4. 


1891 


4. 


1892 


3.5 


1893 


4. 


1894 


4. 


1895 


4. 


1896 


3.8 


1897 


3.8 


1898 


3.8 


1899 


3.8 


190t) 


3.8 


1901 


4*. 


1902 


4. 


1903 


3.8 


1904 


3.6 


1905 


3.8 


1906 , . . 


3.8 


1907 


3.8 


1908 


3.8 


1909 


3.8 


1910 


3. 


1911 : 


• 3 


1912 , 


3. 


1913 


2,875 


1914 


3. 


1915 


3 875 


1916 


3.875 


1917 „' 


4. 




* 



In Table No. three is found the per capita state tax levy since state- 
hood, the total state levy in mills and the general fund levy in mills. The 
population for the year subsequent to 1915 has been arrived at by adding 
the average yearly increase between the Federal census in 1910 and the 
state census in 1915. 

As shown by column one, we began statehood with a per capita tax 
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levy of $2.30, and for practical purposes It Is the same today. It was 
as low as $1.40 In 1897 but went to $2.53 In 1001. Since that date it has 
been below the two dollar mark but once, in 1902 when it was $1.96. In 
1915 it reached the highest point, $2.69. It sank to $2.23 in 1916 owing 
to the under levy and in 1917 it went back to $2.63. 

Prior to 1914 there had been but two legal state levies, namely; in 1892 
and in 1896; all levies had exceeded the limit of four mills, plus sinking 
fund and interest on the public debt. In 1914 the supreme court of the 
state declared that all levies for state purposes outside of interest on the 
public debt and sinking fund must be limited to four mills. In 1916 the 
state board made no levy for the sinking fund and kept the levy down 
to four mills which has only been duplicated once since statehood, in 
1892. 

Column Ave. The general fund levy is the index to the expenditures 
for state purposes. The compilation begins and ends with four mills. A 
levy was made in 1913 of but 2% mills. It must be remembered, however, 
that during most of the time since statehood, and especially since 1901, 
there has been a number of legislative levies, the mill tax, wolf bounty, 
dourine, glandered horse, terminal elevators and others. In 1917 these 
were all abolished and made payable by appropriation from the general 
fund. The entire amount of all the expenditures of the state government, 
except interest and sinking fund, are taken care of by the four mill levy. 

TABLE NO. 4 



Year 



Per Capita 
Total Tax 



Per Capita 
Locail Tax 



Per Capita 
State Tax 



1890 
1891 
1892 
1893 

1894 
1895 
189© 
1897 

1898 
1899 
1900 
1901 

1902 
1903 
1904 
1905 

1906 
1907 
1908 
1909 

1910 
1911 
1912 
19tt 

1914 
1915 
1919 
1917 



12.83 
11.94 
10.39 
10.61 

10.58 
12.21 
10.41 
10.25 

9.91 
10.19 
10.57 
12.10 

11.42 
12.37 
13.26 
14.45 

14.86 
15.86 
16.78 
17.96 



\ 



7.36 
fr.49 
20.35 
21.65 



It). 53 
9.60 
8.61 
8.58 

14.92 

10.30 

8.91 

8.83 

8.42 
8.52 
8.92 
9.57 

9.46 
10.34 
11.24 
12.40 

12.69 
13.71 
14.55 
15.42 



23.331 
26.67 
36.9* 
29.87 



15.26 
17.23 

19.36 



23 



i.69 
.24 



I 



2.30 
2.34 
1.78 
2.03 

1.66 
1.91 
1.50 
1.40 

1.4& 
1.67 
1.65 
2.53 

1.96 
2.03 
2.02 
2.06 

2.1& 
2.15 
2.23 
2.54 

3. 
2. 

a. a* 

2.29 

2.20 
2.6fr 
2.*8 
2.63- 
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If conclusive evidence were needed that the increasing tax bills of 
North Dakota are due to the tax levies of local political units, it is to be 
found in Table No. four. Column two of this compilation shows the per 
capita total tax. levy for all purposes, state and local, since statehood,. It 
will be noted that the per capita burden is almost $30.00 for every man, 
woman and child living in the state. This means that the average family 
of fire bear a tax burden of $150 per year. 

In column three is found the per capita local tax. This includes city, 
county, school distrct and township taxes and is but a little less than the 
total. To be exact, the average family of five in 1917 paid a total tax 
of $149.35 for all purposes, state and local. Their local tax bill was 
$136.20. In other words, if the state government was abolished the tax 
bill of this average family of five would only have been reduced $13.11. 

This table shows conclusively that the tax bills cannot be reduced 
materially except by a curtailment in the levies of cities, counties, town- 
ships and school districts. If the state government were abolished it 
would afford very little relief. The taxpayer who insists that the dollar 
spent from the public treasury must have the same purchasing power as 
the dollar spent from his own pocket has an ample field for his activities 
immediately surrounding him. It is safe to say that there is no more 
careless expenditure of public funds than can be found in some of the 
counties, cities^ school districts and townships within the state. If each 
citizen were to constitute himself a committee of one to secure business 
methods 'in the government of cities, counties, townships and school dis- 
tricts, the tax bills could be materially reduced. There is doubtless room 
for reform along the same lines in the state government but the greatest 
saving can be made where there is the greatest expenditures, everything 
else being equal. 
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In Table No. five there is found the population, the assessed valuation, 
the average tax rate, the total tax levy as well as the tax levies for the 
county, city, township and common schools since statehood. The remark- 
able increase of the county, city and special, and township and Toad levies, 
indicate that these, together with the common schools, account for the 
increase of 660% in the total tax levy since statehood. 
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TABLE NO. 6. 

STATE INCOME. 

In turning from tax levies to monies actually received in the treasury 
Table No. six Is a compilaton of unusual interest. It is an economic clas- 
sification of the sources of income of the State of North Dakota since 
statehood In considering this table, the fact should be clearly kept in 
mind, that it deals with actual receipts and not with tax levies. For this 
reason the income, even as to the general property tax, differs very 
materially from the general property tax levies found in Table five. 

RECEIPTS FROM GENERAL PROPERTY TAX. 

The second column is receipts under the general property tax levy. 
The increase of over 800% is misleading, due to the fact that only a 
small portion of the tax levied in 1890 was collected in that year. A 
considerable portion of any tax levy is not collected the year it is due but 
is spread over several years. Owing to the meagerness of the records 
it is Impossible to select and credit to the years for which they are levied 
the receipts from the general property tax levy for the year. 

The third column is the receipts from the license tax of 2%% of the 
gross premiums of foreign insurance companies. This source of income is 
growing rapidly and is the source of considerable revenue. In all more 
than two million dollars have been collected since statehood but at the 
rate the insurance companies are paying now it only would take 10 years 
to accumulate two million. 

THE INHERITANCE TAX. 

In the fourth column are the receipts from the inheritance tax. This 
is only beginning to become a substantial source of revenue. Under the 
new law the receipts will be greatly increased and will add materially to 
the revenues of the state. 

FEES AND LICENSES. 
Column five is fees and licenses, which, in many instances, amount to 
an indirect tax. They have increased very rapidly during the past ten 
years. We have reached a point now where together with the insurance 
tax they amount to more than one-fourth the revenues of the state. 

INDUSTRIES. 

The income from this source is not an income available for the main- 
tenance of the state government. It partakes of the nature of an operation 
fund for the maintenance of the twine plant of the State Penitentiary. 
Of the same nature is column seven, land sales. The receipts from the 
sale of public lands go into the permanent funds for investment and no 
part of them go to the maintenance of the state. 

INTEREST AND RENT. 

Column eight includes interest from the endowment funds of the state 
which are invested in mortgages and bonds, and rent from public land. 
The greater part of this, which amounts to more than one and a half 
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million a year, goes to the public schools of the state and is not available 
for the maintenance of the state government except the institutions of 
higher learning. 

UNITED STATES AND MISCELLANEOUS. 

Column nine is aid to the Soldiers Home at Lisbon, N ( . Dak. from the 
United States Government, Federal aid for other purposes is included 
in several instances. In miscellaneous are contained a large number of 
items from various sources which it is unnecessary to classify. 

TOTAL INCOME 
The total income from all sources floowing into the state treasury is 
found in column eleven and reaches the very large sum of over six mil- 
lion dollars. Of this amount almost two million dollars is from direct 
taxes. 
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Table seven classifies the expenditures of the state by departments 
together with total and per capita expenditures since statehood. This com- 
pilation excludes Investments and payments of debt and represents the 
total cost of state government in all its departments, including industries. 

COST OF THE LEGISLATURE. 
In column two will be found the various expenses of the legislature 
since statehood. The 1880 session was tlie only one which exceeded sixty 
days and cannot be used as a means of comparison. The most expensive 
legislature since statehood was that of 1905 with the 1017 assembly tis :i 
close second. The legislative printing is not as large an item as formerly 
and with the suspension of the publication of the blue book, the last ses- 
sion was actually less expensive than most of the sessions of the past 
decade. 

THE COST OF THE EXECUTIVE DEPARTMENT. 
Column three is the expenditures for executive purposes. This Includes 
the salaries and expenses of elective state officials, appointed state 
officials, boards and the extraordinary expenses of law enforcement, such 
as rewards. It increased with considerable rapidity until 1915. Since 
that time it has shown a considerable falling off, the expenditures being 
less in 1917 than during the past four years. 

JUDICIAL EXPENDITURES. 
Column four is 'the expenditures of the judicial department. This 
Includes the salaries and expenses of the supreme court judges, clerk of 
the supreme court, stenographers, etc., together with the salaries of the 
district judges and all court expenses In unorganized territory. The ratio 
of increase has been considerably less than that of the executive depart- 
ment The extraordinary expense of 1911 Includes $65,273 that the 
Cowan Impeachment cost the state. While this hardly belongs in this 
classification, it is difficult to find another place for it. 

STATE EDUCATIONAL EXPENSES. 

In Column five, state educational expenses are contained for all years 

since statehood. The increase In this department has been extraordinary 

THE COST OF COMMON SCHOOLS. 
In column six is the expenditures of the state for 
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the increase has also been extraordinary. Common schools today are 
receiving nearly one and a half million dollars annually from the 
state treasurer. The greater portion of this revenue comes from the 
endowment fund which has resulted from a judicious administration of 
the public domain. This includes the interest from invested endowment 
funds, fines, forfeitures and penalties). 

Column seven is the cost to the state of its unfortunates housed and 
cared for in penal and charitable institutions. This includes not only penal 
institutons but penal-educational institutions and the industrial enterprises 
of the state connected with them. 

MISCELLANEOUS EXPENDITURES. 

In Column eight is found the cost of printing since statehood. This is 
not indicative of expenditures of the state for printing. Practically all of 
the printing is now included in the appropriations of the various depart- 
ments. 

Column nine represents the interest paid on public debt since statehood. 
Since the state was organized we have paid 1,082,000 interest on public 
debt and we never had a public debt much in excess of that amount. It 
indicates that borrowing is a poor method of financing public activities. 

Column ten is the payment from the state treasurer of bounties for the 
destruction of noxious animals. This one time popular method of fritter- 
ing away the states' revenue is no longer fashionable and remains largely 
as a prefunctory closing up of an old custom. The 1916 and 1917 expen- 
ditures look very large but are due to transfers from these funds to other 
funds. Column 11 is the miscellaneous expenditures of the state. 

TOTAL EXPENDITURES. 

In next to the last column is found the total expenditures for all pur- 
poses from the state treasury other than permanent investments and the 
payment of the public debt. In twenty-eight years there has been a 
marked increase, from $392,770 in 1890 to $4,587,685 in 1917. 

THE PER CAPITA COST. 

In the last column is found the per capita distribution of funds from 
the state treasury. Here we find a peculiar contrast to the per capita 
tax levies. In 1890 the levy was $2.30 while the total expenditures from 
the treasury was $2.06. This is explained by the fact that the state had 
no public income from Its public lands or endowment funds and very little 
income from its fees or licenses and that a considerable portion of the 
levy was not collected until the succeeding years. On the other hand in 
1917, the per capita levy was $2.63 while the per capita expenditures was 
6.94 about three times as great. This is explained by the income from 
sources other than direct taxation. North Dakota is one of the few states 
in the Union which does not levy a direct tax for the aid of common 
schools. This is taken care of entirely by the income from the common 
school endowment fund. 
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EXPENDITURES FROM THE STATE TREASURY. 

The expenditures from the state treasury have increased very rapidly 
during the past fifteen years. In 1902 the total expenditures was only 
$938,223 while in 1917 they had reached the very large sum of $4,587,685 
The increase in the cost of the maintenance of the various departments 
is in a measure due to the ever-widening activities of the state, the higher 
cost of living and the more substantial buildings being erected today by 
the state. These expenditures are made possible without an added per 
capita burden to the tax payer, owing to the great increase in the revenues 
from the school lands and the permanent funds resulting therefrom. The 
industrial expenditures is also another item which greatly increases the 
total. The industries of the state, the twine plant, the brick plant and the 
capitol trolley line add some hundreds of thousands of dollars annually 
to the expenditures. The twine and brick plants are probably on a paying 
basis but the trolley line is altogether a luxury. 
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TABLE NO. 8 

PROPORTION OF EDUCATIONAL EXPENDITURES TO TOTAL 
EXPENDITURES OTHER THAN INDUSTRIAL 



Year 



All Other 



Education 



Ratio of 

School to 

Total 

Expenditure 



s 



1890 , 

1891 

1892 , 

1893 

1894 

1895 

1896 

1897 i, 

1898 , 

1899 

1900 

1901 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

1917 



$ 



451,590.00 
394,153.00 
331,237.00 
451,681.00 
193,297.00 
477,406.00 
385,467.00 

785,315.00 
1,039,940.00 

l,214,670.0t) 






770, 

756, 

1,173, 

762, 

879, 

868, 

1,099, 

1,041, 

1,750, 

1,280, 

946, 

1,605, 

1,502, 

1,723, 

1,991, 



255.00 
540.00 
586.00 
206.00 
509.00 
857.00 
461.00 
603.00 
108.00 
426.00 
881.00 
983.00 
435.00 
877.00 
768.00 



$ 41,180.00 
208,503.00 
190,759.00 
217,057.00 
234,705.00 
264,995.00 
215,434.00 

476,396.00 
942,164.00 

731,016.00 



519, 

606, 

704, 

989, 

1,288, 

1,221, 

1,564, 

2,263, 

1,436, 

2,008, 

1,592, 

1,951, 

1,699, 

2,177, 

2,217, 



012.00 
541.00 
423.00 
256.00 
565.00 
075.00 
790.00 
717.00 
838.00 
332.00 
460.00 
850.00 
026.00 
726.00 
543.00 



10.5% 

34.7 

36.5 

32.6 

54.9 

35.8 

35.8 

38.0 
32.1 

37.5 





40.5 




44.5 




46.7 




56.4 




59.4 




58.4 




58.7 




68.4 




45.0 




60.9 




62.3 




54.8 




53.0 




55.8 




52.6 




• 



In Table No. eight we have segregated the cost to the state of education 
from the maintenance of its other activities. In Column one is found 
the expenditures for all other purposes since statehood other than the 
industries. It represents the cost of the state government proper exclusive 
of education, together with state charitable and penal institutions and the 
many incidental expenses borne from the state treasury, for all purposes 
other than education and industries. It contains no industrial expenses 
except the deficit of the capitol trolley line and the Penitentiary brick 
yard. It shows considerably more than fifty per cent of all expenditures 
from the state treasury to be for educational purposes. 
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ASSESSMENT AND TAXATION OF CITIES AND VILLAGES. 

Without additional legislation securing uniform accounting in incorpor- 
ated cities, towns and villages, and complete annual fiscal reports, the 
Tax Commission despairs of securing anything like complete fiscal data 
from these political subdivisions of state government. At the present 
time no financial reports are specifically demanded by law of municipal 
auditors and the Tax Commission has found it practically impossible to 
secure such reports. We have been utterly unable to secure anything like 
complete data covering municipal indebtedness. 

Either directly or through the reports made by the county auditors to 
the state board of equalization, we have secured by counties, the assessed 
valuation, average tax rate, local tax levied for all purposes, city tax rates, 
tax levied for city purposes and special assessments, practically complete 
for the entire state. Table 9, shows that the assessed valuation of in- 
corporated municipalities of this state for 1917 was $58,710,007. The aver- 
age tax rate for all purposes, state and local, was 73.4 mills and the total 
tax levied was $4,310,017. The rate for city purposes was 26.07 mills and 
the tax levied was $1,531,042. Special assessments totaled $956,084. 

While the total assessed valuation of incorporated municipalities in the 
state was but 14.87% of the total assessed valuation for 1917, the total 
tax levied in the cities and villages, was 23.3<# of all the taxes levied for 
fatate and local purposes. These figures illustrate with great force, the 
high proportion of the tax burden which falls upon incorporated cities and 
villages. 
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The above compilation is as complete a table of the receipts and expen- 
ditures of the common schools of the state as is possible to obtain. The 
only element wanting is the segregation of receipts from other sources 
than direct taxation. The total tax levied by the school districts, is 
$5,866,156.69. The total expenditures of these same school districts is 
$9,274,506.84. Certain allowance, however, must be made for the taxes 
not collectable. The second column of the table contains the levies of the 
various school districts. At least 5% of all taxes levied are never col- 
lected. This allowance will, bring the indirect income, that is, income 
from fees, endowment funds, tuition funds, fines, forfeitures, etc., up to 
$3,500,000. Sixty per cent of the total revenue of the common school dis- 
tricts of the state are derived from direct taxation, while forty per cent 
is derived from other sources. The bond and floating debt in districts 
amounted to $6,898,606. 
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TABLE 11. 

This is a compilation made from the report of the county treasurers 
and county auditors to the public examiner. It is incomplete in many- 
respects and owing to the want of a uniform system of bookkeeping, it is 
impossible to classify many of the items. However, it gives a reasonably 
accurate outline of the sources of income of the counties of the state. 
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TABLE 12. 

This is a compilation made from the report of the county treasurers 
and county auditors to the public examiner. It Is incomplete in many 
respects and owing to the want of a uniform system of bookkeeping, it s 
impossible to classify many of the items. However, it gives a reasonably 
accurate outline of the expenditures of the counties of the state. 
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CHAPTER III. 
TAXATION OF PUBLIC SERVICE CORPORATIONS. 

The early laws of the older states make no mention of corpora 
They were few In number and It was assumed that they would be equ 
taxed on their property under the general property tax in the same m 
as natural persons. Life was simple and the forms of property lev 
unvaried. There was little or no intangible property and the local au 
ties were considered the best judges of the value of tangible pro; 
This was true as late as 1850. By the middle of the last century, hov 
corporations had developed greatly in number and importance an 
simple life of one hundred years ago was taking on some of the 
plexity of the present time. Intangible property had multipled wht 
complexity of large scale production ha'd greatly complicated the ta 
assessment. Property complicated in its nature had become gei 
railroad, telegraph and express companies were extending their 
throughout the states, traversing many local taxing units; the asses: 
of a cross section of a railroad, telegraph or express company had bi 
an insurmountable obstacle to local tax officials. 

As corporations developed in number and importance, special me 
of taxation were devised. They were separated Into classes and me 
of valuation and assessment supposed to be peculiarly applicable to 
property were enacted into law in many states. Prof. Seligman enunu 
twelve distinct methods of corporate taxation. Most of the me 
developed have proved defective in principle. Today there are but 
methods which may fairly claim consideration. 

THE AD VALOREM BASIS. 

First In point of time, and conspicuous today because of its genera 
although admittedly a failure, is the tax imposed upon corporatic 
proportion to the value of their property. Originally the value of ph 
property alone was considered, but today an additional value, sup 
to represent "intangibles," "good will," "franchises," etc., is gen 
added but seldom recognized in practice. The first departure froi 
local application of the general property or ad valorem tax upon coi 
tions was the placing their assessment in the hands of some central 
It was early recognized that property extending through or into t' 
more taxing units was difficult of assessment by local authorities. 

The ad valorem system, however, as used and advocated in progr 
states today Is quite different from the simple and elementary m 
of fifty or a hundred years ago. It Is usually administered by a bot 
tax commissioners, which devotes Its entire time to the super visi 
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tax laws and tax official, employing experts who make physical surveys, 
audit books and generally keep well informed as to the physical and going 
value of the public utilities operating into or through their jurisdiction. 

CRITICISM OF THE GENERAL PROPERTY TAX. 

Even as administered today, the ad valorem or general property basis 
of taxation presents many difficulties. To attempt the valuation of a 
railroad, for instance, is a large task. It requires the work of a large 
number of experts familiar with technical details of the business. There 
are many kinds of corporations and as many kinds of experts are needed 
as there are kinds of corporations. The expense is excessive and the 
machinery bulky and unwieldy. At the best, the element of personal 
judgment is sure to become a factor. This places a heavy responsibility 
upon the assessing authorities Many thousands of dollars of tax may be 
at stake, depending upon the personal judgment of an official, and this 
opens the door to political interference or corrupt influence on the part 
of the corporations interested. Many theoretical difficulties present them- 
selves. Seldom if ever is there an actual sale of the property of public 
service corporations. If a physical valuation is sought, what method shall 
be selected? Reproduction value new, less depreciation, or installation 
value? If it is attempted to capitalize the property, what rate of return 
shall be allowed? Such progressive states as Michigan and Wisconsin 
have spent large sums of money securing the physical valuation of the 
property of their public utilites and today Wisconsin does not use physical 
valuation as a factor in arriving at the value of her public service cor- 
porations for purposes of taxation. Valuation once made, being expensive 
and difficult, is very likely to remain for a considerable period of years 
without serious revision. This makes the system unwieldy, unresponsive 
to current conditions, either as to the earnings of the property or the 
needs of the state for revenue. 

It is apparent that the valuation of the physical property itself is not a 
safe criteria. If the capitalization method is adopted, what shall be the 
rate of capitalization? Shall an average of five years be used or an aver- 
age of three years? Shall the earnings for a single year be capitalized? 
The supreme court of the United States in the Ohio Express Company 
cases found that $23,400 worth of horses, wagons, safes, etc., produced 
a net return in a single year of $275,446. It is evident that the actual 
value of the physical property of necessity bears no relation to the earning 
power of the corporation. It is equally apparent that any attempt at 
capitalization, opens a pandora box of trouble. This method of assessing 
public service corporations has been condemned by practically all tax 
authorities, both at home and abroad. 

CAPITALIZATION METHOD. 

By this method it is sought to tax the actual value of the securities of a 
corporation. Sometimes it is confined to the stocks but ordinarily to the 
stocks, bonds and capital generally. While it must be admitted that this 
method is preferable to the ad valorem method of assessing this class of 
property, it leaves much to be desired, both from the theoretical and 
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practical standpoint One of the first difficulties encountered is to arrive 
at the actual value of the securities. The average market value for a 
given period might be taken, but there are many securities, in fact the 
majority of the securities with which the taxing officials must deal, have 
no market value and a single share of stock or a single bond has not 
changed hands in a decade. At the best sales are apt to be few and scat- 
tered and such scattered sales are misleading and are apt to lead the 
officials far astray. Another, and probably the most serious objection, ife 
that the best securities are subject to great fluctuations from time to time, 
due to speculation and other external forces. A raid may be made on a 
stock which will force it 100% above Its actual value or which may result 
in forcing it down to 50% of its actual value. The book value of stocks 
and bonds may appear to be a sound basis of value but with the juggling of 
books, plowing back profits and the hundred and one ways in which 
book value can be tampered with, all but eliminates this method of valua- 
tion. 

TAX ON EARNINGS. 

It is elementary that the ideal tax should adjust itself to the ability 
of the tax payer. Taxes can be paid only from the net income, the actual 
savings which acme to capital. The individual may take the income 
from one property to pay the tax on another property, but the community 
or the state cannot shift the burden, it falls directly upon net income 
and when it passes beyond net income, taxation becomes confiscation. 

The tax upon net income is the ideal tax but the difficulties surrounding 
its levy are almost insurmountable. The extreme difficulty in arriving at 
net earnings and the hopeless task of securing a uniformity of bookkeep- 
ing, makes this method appear impractical almost upon first examination. 
Moreover it places a premium upon poor management. The corporation 
which is well managed and which as a result has a very large net earning, 
is penalized as against a corporation under gross mismanagement, result- 
ing in small net earnings. It also presents difficulties in assessing the 
property. of corporations which have no net earning. The practical diffi- 
culties in the way of imposing a tax upon net earnings are insurmount- 
able. 

GROSS EARNINGS TAX. 

The tax on gross earnings is void of all the difficulties inherent in the 
tax on net earnings. No public service 'corporation doing business is 
without gross earnings and the simplest bookkeeping or the most prefunc- 
tory examination of their business reveals gross earnings. No ban is 
placed on management as the corporation which is grossly mismanaged 
pays the same percentage of its gross earnings as the corporation which 
Is well managed. The rank falsification of books and the grossest of 
perjury alone can defeat the gross earnings tax. 

The chief difficulty presenting itself in levying a gross earnings tax 
is that the expense of carrying on one business is greater than that of 
another. To illustrate: the Northern Pacific Railway Company in North 
Dakota has a net income of nearly fifty per cent of its gross income while 
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the Northwestern Telephone Company's net income is but 20% of its- 
gross income. If the same rate of tax on gross earnings for all public 
utilities was levied, a proportion of net earnings would be taken which 
In many cases would be confiscatory. To avoid this, corporations are 
classified and a tax is established which results in taking an equitable 
portion of their net earnings for public use. 

THE RATE OF GROSS EARNINGS TAX. 

In establishing a system of taxation based on gross earnings the initial 
problem, and of far-reaching importance, is to determine the rate at which 
the tax will be imposed upon the different classes of corporations. The 
problem is not only to take for public use an equitable portion of net 
earnings but to place the same burden upon the corporations as is borne 
by property generally within the taxing jurisdiction. In arriving at these 
rates the first question to be solved is that of the proportion of the capital 
value of all property within the jurisdiction taken for public use. The 
average for the United States is approximately one per cent annually, 
that is, one dollar is taken for public use out of every hundred dollars of 
actual or capital value. If the net income of property generally, in the 
United States averages five per cent, then one-fifth or twenty per cent of 
the net income is taken for public use. If it is six per cent, then 16 2-3% 
of the net income is taken for public use; 

In brief, as the ratio of net earnings to gross differs as between different 
classes of corporations, it is necessary to impose a gross earnings tax at 
different rates upon the different classes of corporations. 

For example. Suppose one corporation with gross earnings of one 
million dollars had expenses amounting to $800,000 leaving $200,000 of net 
earnings, and another corporation engaged in a different business, also 
having a gross earnings of one million dollars, whose expenses were only 
$600,000 leaving a net of $400,000, or twice the net earnings of the first 
corporation. It is obvious that a tax upon gross earnings at a uniform 
rate would impose an unjust burden upon the corporation having the 
smaller net earnings and since net earnings are the true measure of tax 
burden, injustice would result. This injustice, however, can be corrected 
by imposing different rates upon different classes of corporations. In 
the above illustration 10 per cent of net earnings would result in. a tax 
of 2 per cent upon the gross earnings of the first corporation and 4 per 
cent upon the gross earnings of the second. 

DETERMINATION OF THE RATE OF GROSS EARNINGS TAX. 

The determination of the rate of the gross earnings tax requires a 
careful study of the net and gross earnings and othe^ circumstances sur- 
rounding the different classes of corporations. The standard method 
probably is that employed by the California Tax Commission. It has been 
used by many of the states, notably by the special tax commissions of 
Connecticut. In employing this formula, it must be first decided what is 
the measure of tax burden to be imposed. The California Commission 
assumed that the tax burden upon the corporations should be as nearly 
equivalent as possible to the burden of taxation borne by all the taxable- 
property of the state under the general property tax. 
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After a careful study, the North Dakota Tax Commission has arrived 
at the conclusion that the average tax burden upon property under the 
general property tax, exclusive of money and credits, is approximately 
1% of the actual value. This Is the standard used in other states and 
while some of the property in the state falls slightly below that burden, 
other classes of property bear a burden in excess of one per cent so that 
the average may fairly be placed at one per cent of the capital value of 
all property exclusive of money and credits. 

In order to arrive at a tax upon net earnings which will place the same 
burden upon the property of a public service corporation as is borne by the 
property generally of the state, it is necessary to translate the property 
tax into a gross earnings tax by means of a formula and a rate of capi- 
talization which in general is the rate of yield upon capital invested in the 
corporations under consideration. The following from the report of the 
California Tax Commission in 1906 illustrates the California method of 
translation. 

"For example, if the regular annual net earnings of a certain cor- 
poration are $600 and we assume that a fair rate of capitalization is t> 
per cent, the capital value of this corporation is obtained approximately 
iby dividing its net earnings, $600, by the assumed rate, 6 per cent, giving 
}as a result $10,000. If wealth in general is assumed to bear a tax burden 
of 1 per cent, then this corporation should pay a tax equal to 1 per cent 
of $10,000 or $100. $100 is 16.66 per cent of $600. Therefore a tax of 16.66 
per cent, upon the net earnings of this corporation would be equivalent 
to a given tax rate on capital value of one per cent. In general, to obtain 
the rate of a tax on net earnings which shall be equivalent to a given tax 
rate on capital value we divide the rate on capital by the rate of interest, 
or the rate of capitalization. 

Our problem, however, is to find a rate, not on net earnings, but on the 
gross earnings. To return to the above example, let us assume that the 
gross earnings of the corporation are $1,800. The net earnings are there- 
fore one-third of the gross. Then, to produce the same amount of tax : 
the rate imposed upon gross earnings must be one-third of the rate upon 
net earnings. In general, whatever is the ratio of net earnings to gross 
we must multiply the desired rate of a tax on net earnings by the ratio 
of net earnings to gross in order to obtain the equivalent tax rate to be 
imposed upon gross earnings. 

It is probably not necessary to explain that net earnings are used in this 
calculation, not as a permanent basis of the tax, but in order to classify 
corporations at the outset so as to determine proper rates for the gross 
earnings tax. 

Since we are proposing to collect a tax equal to about 1 per cent of the 
capital value of the corporation's property, we must increase the rate of 
yield by 1 per cent in order to reach a fair rate of capitalization. To sum 
up the above discussion; we must ascertain, first, the rate of taxation 
borne by wealth in general under the general property tax; second, the 
proper rate at which to capitalize the earnings of each class of corpora- 
tions, which will be, in general the rate of yield of the investment plus 1 
per cent, to allow for the tax ; third, the prevailing ratio of net earnings 
to gross for each class of corporations. We then obtain the proper rate of 
the tax on gross earnings for each class of corporations by dividing the 
rate of the general property tax by the rate of capitalization and multi- 
plying by the ratio of net earnings to gross. The result will give the rate 
which, imposed upon gross earnings, will cause a tax burden equivalent to 
that borne by wealth in general under the general property tax. This 
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process may be expressed mathematically as follows: 

Let t equal rate of the general property tax (upon full value.) 

Let i equal rate of capitalization. 

Let r equal ratio of net earnings to gross earnings. 

Let x equal required rate of the gross earnings tax. 

Then x equals t x r . 



i 

For example, suppose that it is determined that wealth in general is 
taxed at the rate of 1 per cent upon its true value. Suppose that inquiry 
establishes the fact that investment in the securities of the particular 
class of corporations we are concerned- with yields a return of 5 per cent. 

Suppose, further, that investigation shows that the prevailing ratio of net 
earnings to gross for the class of corporations in question is 30 per cent. 
Then t is 1%, i is 6% (i. e., 5% plus 1%), and r is 30%. Substituting 
these figures in the formula, we have : 

1 x 30 



x equals 100 100 equals 5 equals 5%. 



6 100 



100 
We should conclude, therefore, that the proper rate to impose upon gross 
.earnings is 5 per cent, and that if the gross earnings of the corporations 
in question are taxed 5 per cent, the result will be equivalent to the tax 
upon wealth in general at the rate of 1 per cent." 

THE MEASURE OF THE GENERAL PROPERTY TAX. 

It is difficult to arrive at. the actual burden under the general property 
tax. It is impossible to arrive at a mathematically exact result, as 
property is habitually under-valued and in attempting to arrive at the 
actual value, personal judgment being the dominant factor, there are 
usually as many values as there are appraisers. 

A careful estimate based upon real estate transfers, the Federal census, 
the appraisements of the state land departments, appraisement by experts 
and by members of the legislature leads to the conclusion that acre pro- 
perty bears a somewhat lighter burden than ten mills on the dollar of 
actual value in North Dakota. It is probable that the burden borne by 
acre property is not greatly in excess of nine mills. On the other hand, 
city realty bears a burden of probably 13.5 mills; railroads have hereto- 
fore borne a burden of probably 7.5 mills; live stock actually assessed 
probably bears a burden of 145 mills; bank stock a burden of 
12.5 mills, merchandise and personal property about 6 mills, while house- 
hold goods and a great deal of personal property has borne a very light 
tax burden, as low, probably, as 3 or 4 mills. It may be said, roughly 
speaking, that real property including city realty and acre property aver- 
ages not far below 10 mills on the dollar ; that public utilities, as assessed 
in 1917, will bear 10 mills; that live stock actually assessed and bank 
stock range somewhat above 10 mills. Leaving out of count money and 
credits, it seems quite likely that 10 mills measures the tax burden in 
North Dakota. It is probable that the taxable property of this state, 
including money and credits, is in excess of $2,150,000,000. Wealth, 
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Debt and Taxation, the United States census publication, placed it at 
$2,141,626,961 in 1913, but it is probable that a conservative estimate 
would place the actual value of all taxable property, exclusive of money 
and credits, at $1,900,000,000. In 1917 the total tax burden borne by the 
people of the state, including state, county, city, school and township taxes, 
aggregated $18,495,357. It will be seen that 1% of the actual value of the 
taxable property of the state yields $19,000,000. It seems probable that the 
1918 total tax burden will be 1% upon $1,900,000,000. Therefore this 
Commission has accepted 1% as the tax burden upon the capital value 
of the taxable property of the state. Moreover 10 mills on the dollar is 
the generally accepted state tax burden in the United States. 

THE RATE OF CAPITALIZATION. 

The rate of yield of investments in securities of any class of corpora- 
tions is likewise a matter of considerable conjecture. In the United States 
Census bulletin No. 21 an elaborate investigation of each corporation 
under consideration was undertaken and the rate of capitalization adopted 
was the average amount of dividends paid upon stock and interest paid 
upon bonds. 

Prof. W. H. Meyers, who conducted the investigation ascertained the 
market value of the stocks and bonds of a corporation, then found the 
percentage of return upon these capital obligations by dividing them into 
the dividends paid and the interest accrued. To illustrate: A given cor- 
poration paid dividends at the rate of 9%, That is, each one hundred 
dollar share paid an annual dividend of $9. But suppose the market 
value of the stock is $150, which means that each one hundred dollars 
worth of stock is worth $150 on the market. The rate of return paid 
an investor in this stock is determined by dividing annual dividends by 
the market value of a share of stock, which would be $9 divided by 150 
or 6%. It is a simple matter where stocks pay regular dividends, but 
where dividends are not paid, it is another matter. The rule laid down 
by the supreme court of the United States, is, that a return must be 
allowed the corporation, in any process of capitalization, which similar 
securities will command in that particular locality. If a railroad can 
secure all the capital it needs at an average of 6%, both as to stocks and 
bonds, then 6% should be the rate of capitalization. If another utility 
cannot obtain capital at less than 8% per cent, then 8% should be 
allowed as return to capital. With the state loaning money on farm 
lands at 5%; with the Federal Land Bank loaning money on first farm 
mortgages at 6*4 % ; with the state buying bonds at 4% ; the Federal 
Government floating Liberty Loans at 4*4% and with the legal rate of 
interest in the state at 6%, it would seem that for the more stable and 
profitable corporations, that 6% would not be an unfair percentage of 
capitalization. In any event, each class of corporations must be studied 
by itself and the rate of interest to which it is entitled upon its invest^ 
ment, determined. 

THE RATIO OF NET TO GROSS EARNINGS. 
The ratio of net earnings to gross earnings must be determined by an 
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Investigation of each class of corporations. It is the most important 
factor in the formula and must be determined with care. It is to be 
obtained by a careful study of the accounts and the business circumstances 
of the class of corporations concerned. The investigation is necessarily 
more or less technical and exacting, but it is very essential to a just gross 
•earnings tax. 

TESTS OF THE FORMULA. 

The formula just described for determining the proper rate of gross 
•earnings tax upon a given class of corporations, while it is the most 
scientific method available, it is not entirely without fault. It is well in 
arriving at the gross earnings tax of a class of corporations to attempt 
to test the formula by other means. There are a number of ways by 
"which the results secured by the formula can be more or less acurately 
tested* 

(a). The total amount of the capital debt of a corporation may be 
•arrived at and it may be assumed that this represents the value of all 
the "property of the corporation. By computing 1% upon this capital value 
and by dividing the result by the gross earnings for s the given period, we 
arrive at the rate of tax upon its gross earnings which would be equivalent 
to 1% of its actual value. 

(b). The book value, that is the sum of capital stock, surplus and 
undivided profits, are equivalent items and may be taken as the actual 
-capital value of the property. Proceeding in the same way to secure 1% 
of this amount and dividing by the gross earnings for the given period, 
will result in a rate of tax to be levied upon gross earnings, which will 
•equal 1% of the capital value of the property. 

(c). The actual physical value of the property, plus its franchise or 
-corporate excess value may be taken as the capital value and the test 
-applied as in (a) and (b). 

It is perfectly patent that none of these methods would check with any 
great accuracy, but they have a tendency to keep the official from going 
too far astray. 

TELEPHONE COMPANIES. 

The application of the gross earnings tax to telephone companies pre- 
sents some difficulties. Owing to the interstate toll business, it is diffi- 
cult to separate the revenues by states. On the other hand, the operating 
expenses appear to be very high, so high in fact, that* it is difficult ti> 
realize that from 70% to 85% of their revenues go to pay operating ex- 
penses. 

The first problem is to ascertain the ratio of net to gross earnings. The 
special tax commission of Connecticut found that this ratio runs from 
20.46% to 50.23%. The commission finally adopted 30% as the proper 
ratio of net to gross earnings. In 1910 the Federal Census published a 
special report entitled, "Telephones in 1907." They found the net gross to 
be 32.37% for the entire United States. In 1902 the bureau found it to 
"be 30.31%. Of telephones operating in North Dakota, the Northwestern is 
the only one furnishing sufficient statistics upon which to base a con- 
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elusion as to the ratios of net to gross for five years. It has averaged 
19.60% for the system for five years. The Nebraska Telephone Company, 
a subsidary of the Northwestern, ratio is 18.49% and of the Iowa Tele- 
phone Company, another subsidary, 22.48%. 

A careful study would indicate that the ratio of net to gross earnings 
in North Dakota is 20% upon the face of the returns. It is also probable 
that the companies do not carefully classify and segregate their expendi- 
tures and it is probable that some of these gross earnings are plowed back, 
into the system in the way of betterments and capital investments, whicli 
should be credited to net earnings. For this reason it would seem safe to 
place the ratio of net to gross in North Dakota at 25%. 

As to the rate of capitalization. California used 5%% while Connecti- 
cut used 7%. It would probably not be contended that the rate should be- 
less than 6% and probably not seriously contended that it should be more 
than 8%. The Telephone Companies contend strongly for 8%. This would 
appear to be a very high rate. The probabilities are that 7% would more 
nearly meet the ends of justice than either 8% or 6%. Applying the 
formula with 1% of the actual capital value of property as a tax rate, 
7% as the capitalization percentage and 25% as the ratio of net to gross, 
results in a gross earnings tax of 3%%. Applying the formula as above 
with the capitalization at 6%, we get a gross earnings tax of 4*4%. It 
seems conclusive to this Commission that the rate ought not to be lesy 
than S%% and it ought not to be greater than 5%. 

Therefore this Commission recommends a gross earnings tax upon 
telephone companies of from 3%% to 5%; that this tax shall be levied 
upon all intra state gross earnings, and upon that portion of interstate 
gross earnings of companies doing business both within and without the 
state, apportioned accordingly to the number of transmitters, in the case 
of companies doing an exchange business, and in the case of companies, 
doing a toll line business, upon a mileage basis. 

TELEGRAPH COMPANIES. 

The telegraph companies in many respects closely resemble telephone 
companies as to valuation for assessment purpose. The ratio of operating 
expenses to gross earnings under normal conditions would appear to be 
the same as telephone companies, about 75%. The same data as used in 
the case of telephone companies, and the application of the same formula,, 
makes it apparent that a gross earnings tax from 3%% to 5% would ade- 
quately measure the tax burden of this class of property. 

This Commission therefore recommends that a gross earnings tax of 
from 3%% to 5% be levied upon the gross earnings of telegraph com- 
panies in North Dakota ; that this tax be levied upon the total intra state- 
gross earnings and upon that portion of interstate earnings of business- 
transacted partly within the state and partly without the state of North- 
Dakota, as the number of miles of wire owned or leased and actually in? 
use in the state during the next preceding year. 

EXPRESS COMPANIES. 
To ascertain the proper tax rate upon the gross earnings of express: 
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companies is more difficult than in the case of either telegraph or tele- 
phone companies owing to the various portions of the gross earnings of the 
different companies which are paid to the carriers for express privileges. 
After a careful investigation of all the data obtainable, this Commission 
is of the belief that express companies should pay a tax of 6% upon 
their gross earnings, exclusive of the express privileges paid to railroad 
companies. They show a very high ratio of operating expenses to gross 
earnings. On the other hand their actual investments are very small and 
the rate of earnings very high upon the actual value. 

Therefore this Commission recommends that a tax of 6% be levied 
upon the gross earnings of express companies; that such gross earnings 
are to be obtained by deducting from the total gross earnings the ex- 
press privileges paid the carriers ; that the tax be levied upon all intra- 
state earnings and upon that portion of the interstate earnings which 
the mileage within the state bears to the total mileage of the system, ex- 
clusive of all water mileage. 

CAR COMPANIES. 

Here again considerable difficulty is met with in fixing upon the rate 
of the gross earnings tax. The difficulty of finding a method of dis- 
tributing gross earnings and of ascertaining the operating ratio, makes 
the application of the formula recommended exceedingly difficult. After 
a careful survey of the situation and a careful balancing of all the factors 
we are lead to the conclusion that private car line companies, other 
than the Pullman Company, should pay a tax of 7% upon their gross 
earnings and that the Pullman Company should pay a tax of 5% upon 
its gross earnings. The difference in the rate of tax being based upon 
the greater operating expense of pullman companies and its greater in- 
vestments for given amount of gross receipts. 

This Commission therefore recommends that the Pullman Company be 
assessed 5% upon gross earnings; that other car companies be assessed 
7% upon gross earnings; that these taxes be levied upon all intra state 
gross earnings and upon that portion of interstate gross earnings which 
the car mileage within the state bears to the total car mileage of the 
system. 

RAILROAD COMPANIES. 

While this Commission is firmly of the belief that the gross earnings 
tax should be applied to railroad companies, the determination of the 
rate and the experimental nature of the gross earnings tax as applied to 
business in North Dakota, presents problems which it is exceedingly 
difficult to solve. The abnormal conditons caused by Government con- 
trol and the great war, make it impossible to arrive at a satisfactory 
operating ratio. The increase in labor cost and in freight rates together 
with the suppression of competition and the direct routing by the gov- 
ernment has upset all established statistics concerning gross earnings, 
operating expenses, net earnings and other factors necessary to the es- 
tablishment of the gross earnings tax. On the other hand, North Dakota 
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is an agricultural state situated the width of Minnesota from its market ; 
the center of population is well to the eastern part of the state so 
that the mile haul basis of allocating earnings would work a gross in- 
justice to the state. The difficulty of arriving at a proper method o€ 
allocating gross earnings and the probability that the interstate earnings 
would be very low in proportion to the business originating in the state 
all tend to impel this Commission to approach the question of gross earn- 
ings on railroads with- great caution. We are of the belief that it would 
not be advisable to attempt a gross earnings tax upon railroads until nor- 
mal conditions again prevail and until the state has experimented with 
gross earnings taxes upon other public service corporations. 

DISTRIBUTION OF GROSS EARNINGS TAX. 

We recommend that the gross earnings tax levy against public service 
corporations be paid into the state treasury direct and that it be ap- 
portioned to the counties and minor political subdivisions of the state 
upon the basis of assessed valuation for the current year. 
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CHAPTER IV. 

CENTRALIZATION OF ADMINISTRATION FUNCTIONS. 

Efficiency in administration is impossible without centralized con- 
trol. The administrative functions of a great private corporation are 
usually directed by one man. The stockholders elect a board of directors 
who shape policies in their broad out-lines but employ a superintendent 
or general manager to carry them into effect. It Would be impossible 
to conduct the affairs of a private corporation with a board of directors 
attempting directly to administer its affairs. How much more impos- 
sible it would be if in addition to the directors, all having a share in 
the management, the superintendent and all sub-ordinate officials were 
elected by the thousands of stockholders. Could the Northern Pacific 
Railway be successfully managed if the general manager, the superin- 
tendents, the conductors and all the more important officials and em- 
ployees generally, were elected by a vote of the stockholders? No sane 
business man would attempt to conduct a business with such dispersion 
of authority — a private corporation so controlled could not exist a year. 
Yet we attempt to transact the business affairs of a great state upon 
this basis. 

The State of North Dakota elects some sixteen hundred assessors. 
They acknowledge no duty except to the electors who place them in 
office. The laws of the state make no serious attempt to place them un- 
der the control of higher authority. Each is a law unto himself and 
values property in that ratio of assessed to actual value which to him 
seems best. We also . elect an equal number of local boards of 
review. They acknowledge no supervisory authority and each board, if it 
acts at all, acts as a law unto itself. As a rule they utterly disregard the 
plain provisions of the statute and do not review the assessments at 
all unless complaint is made on the part of a property owner and they 
promptly reduce his assessment. We elect an auditor in each county 
who has a large share in assessing and equalizing. He acknowledges 
supervision of no higher authority and is directed solely by his own 
discretion. We. elect boards of county commissioners in each county of 
from three to five members who equalize assessments between subordinate 
taxing jurisdictions. They in turn are a law unto themselves and 
acknowledge no supervisory authority, We elect five other officials 
who qualify as the state board of equalization. They have the supreme 
power of equalizing and assessing but are clothed with absolutely no 
supervisory powers over boards or taxing officials. The state auditor 
is secretary to this board and custodian of the documents and records 
necessary to a valuation and equalization of property. Then last of all, 
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the state creates a state tax commission. It clothes it with powers to 
re-assess and review the action of subordinate officials and places in its 
hands the supervision of taxing officials and the administration of the 
tax laws. Yet it has no power of equalization — no final power of assess- 
ment and has absolutely no way of enforcing obedience to its orders on 
the part of sub-ordinate officials. The hydra-headed monster of my- 
thology had nothing on the taxation and revenue system of the State 
of North Dakota. The North Dakota system is all heads. It is like the 
army of a South American Republic. It is made up entirely of Generals 
and provides for no privates to carry out their orders. 

Such a system has resulted in confusion twice confounded. There are 
as many ratios of assessed to actual value as there are taxing dis- 
tricts in the state. Assessors list property at from nothing to actual 
value; sub-ordinate officials, contrary to the orders of the state tax 
commission, entirely exempt property from taxation. The board of county 
commissioners in Ransom County, in defiance of the plain provisions of 
a state law and the orders of the state tax commission, this year struck 
the assessment of all money and credits from the tax rolls. Repeatedly 
assessors refuse to list this or that class of property and when the state 
tax commission places them upon the tax rolls, the county officials refuse 
to collect the tax; we order a reassessment and the board of county com- 
missioners promptly reduces the assessment in order to assist their com- 
munity or some favorites of the community to escape their share of the 
tax burden. The system has not only failed but it is extravagent and 
leads to a popular contempt of law. North Dakota is one of the few 
states in the Union which still clings to this antiquated and worn-out 
system. In fact it would be difficult to find a state with so antiquated 
and hopelessly inadiquate a system of taxation. 

To remedy this situation, we recommend that township assessors and 
township boards of review be abolished and that a county assessor sys- 
tem be inaugurated; that the state tax commission be made the state 
board of equalization or be placed upon it and that its chairman be made 
secretary to the state board of equalization and the custodian of all 
documents and reports pertaining to assessments. 

COUNTY ASSESSOR SYSTEM. 

It would be difficult to find a tax expert or a tax official in the United 
States who does not condemn the district assessor system, but the Ameri- 
can people cling to this worn-out and unscientific system with a tenacity 
worthy of a better cause. In New England the people still cling to the 
township system but in the west and south, they have broken away from 
it until the county has become the recognized unit of taxation through- 
out the greater part of this country. 

The county assessor should be appointed for a long term, either four or 
six years, by central authority, preferably the body charged with the ad- 
ministration of tax laws, the state tax commission. If not actually ap- 
pointed by them, he should either be nominated by them or his appoint- 
ment should be subject to their approval. The same authority should 
have the power of removal. The removal from office should not be pos- 
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sible except upon presentation in writing of the charges and an oppor- 
tunity for a hearing. Nevertheless the central authority must have the 
power of removal or efficiency will be largely destroyed. The assessor 
must be removed from obligation to the people of his taxing district. 
An honest and fearless tax assessor is never popular and could only with 
difficulty be elected to any office. For that reason he must be relieved 
of all dependence upon the people of his district. He must be solely 
dependent for his position upon the central authority whose policy he 
must carry out. In order to be efficient he must be as dependent upon 
their direction as the sub-ordinate officials of a railroad are dependent 
upon the executive officers of the corporation. Without authority to 
carry into effect his orders, the head of a great business organization is 
exactly in the same position as a general *who could not enforce obedi- 
ence to his orders. The army becomes a mob and confusion reigns and 
the same is true of a private or public corporation. The time of assess- 
ment should be lengthened to six months and the county assessor should 
be given a deputy during the assessing period, for every five or six 
thousand inhabitants in his district. He should nominate his own deputy 
subject to the approval of the state tax commission or the central gov- 
erning body. 

In our judgment the township board of review should be abolished. 
If the legislature desires to cling to local subdivision, the county assessor 
could submit the tax lists of that township or taxing district to the board 
of review. All matters of listing of property and its equalization should 
be taken out of the hands of the county auditor and the county assessor 
should become secretary to the county board of equalization. The power 
of the county board of equalization should not be curtailed but should 
be made more comprehensive. It should be given power to equalize, not 
only as between taxing districts, but as between individuls. It should 
be given full power of review and equalization. 

The county assessor system should have no terrors for the small prop- 
erty or landowner. The property escaping taxation is not the property 
of the poor man or the man of moderate means. His possessions are 
usually tangible and easy of valuation. The extent of his property is 
an open secret to the community. The same is not true of the owner 
of a great deal of property and especially involved or complicated property. 
Live stock, household goods, farm machinery and improvements are hard 
to hide and their values are well known. Railroads,, heat, light and 
power companies, telephone, telegraph, express companies, stocks of mer- 
chandise, machinery, the intangible value of corporations, and, above all, 
money and credits, are much more difficult to assess. It is these classes 
of property that either escape assessment altogether or are under-as- 
sessed. A county assessor will not only find enough property of this 
kind escaping taxation to pay all the costs of assessment but add con- 
siderable to the revenues of a taxing district. This is the universal ex- 
perience of states having the county assessor system or county supervision. 

If an assessor for each county is found to be too great a burden, there 
is no reason why two or more of the smaller counties of the state may 
not be combined in a single district for purposes of supervision. This is 
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done in Wisconsin, where supervisors of income taxes are supervisors 
of assessments. 

COMMISSIONERS AS EQUALIZERS. 

Of the 40 states having tax commissions or their equivalent in '28 
they are the state board of equalization. The state board of equalization 
has disappeared in all but a small minority of the states of the Union.. 
Most of the boards of equalisation are made up of elective state officials 
who have large departments of their own to look after and who have 
not the time -to study the complicated question of taxation. Their work 
is largely prefunctory and unsually tends to increase rather than de- 
crease the inequalities of assessments. 

On the other hand the state tax commission has no other duties to per- 
form except those connected with listing, valuing, reviewing and equal- 
izing the property of the state for purposes of taxation. It is a vast and 
complicated question. It takes not only months, but years of study tp 
perform efficient service — to become so efficient that the wool cannot 
be pulled over the eyes of officials by highly paid experts of business 
interests. 

If the state tax commission may not be the state board of equalization 
it should have a seat or seats upon that board and should have a definite 
part in final valuations. The body that holds the power to finally equal- 
ize has the power to finally assess and without this the power to supervise 
is all but futile. ? 

COMMISSIONERS THE CENTRAL AUTHORITY. 

The citizen who comes to the State Capitol of North Dakota to com- 
plain about his assessment usually leaves so bewildered that he is light- 
headed. He goes to the Tax Commission and he finds that the law lays 
upon them the duty of ascertaining the value of all property in the state, 
of making recommendations to the legislature and Governor as to the 
best methods of assessment, but he also finds that all the records from 
which this knowedge must be derived are in the office of the au- 
ditor, two stories below. The auditor is charged with no such duty and 
makes no use of these reports and documents except for two or three weeks 
during the meeting of the state board of equalization. The Tax Commission 
must either borrow or copy these in order to fulfill the duties conferred 
upon them by law. He further finds that while upon the tax commission 
is imposed the duty of ascertaining the value and acquiring the knowl- 
edge necessary to equalize and assess, that it possesses no such powers 
and that the powers of equalization and final asessment are lodged with the 
state board of equalization. He finds that the duty to finally equalize and 
value is placed upon the state board of equalization, the powers of super- 
visions and review which make possible an equitable assessment and a 
just equalization is conferred upon the tax commission. He finds that the 
duty to supervise is lodged with the tax commission but that it has no 
adequate powers to enforce such supervision. If he has a real grievance, 
the tax commission tells him to see the auditor. The auditor tell him 
to see the state board of equalization and the state board of equalization 
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tells him they know nothing about it and to see the tax commission and 
so he trails around in a blind circle and is unable to locate the official 
who made the error, and as a natural corallary, he can find no official to 
correct the error, as the three departments will doubtless hopelessly dis- 
agree as to what should be done. 

As has been indicated elsewhere in this report, the money invested 
in organization and maintenance of the state tax commission is one of 
the best investments the people of the State of North Dakota ever made. 
We have made considerable progress in reforming taxation and revenue 
laws of the state and enforcing them. We have increased the revenue of 
the state and its sub-ordinate taxing jurisdictions by hundreds of thou 
sands of dollars of income from sources heretofore untapped — reaching 
property which has never borne any of the tax burden. A properly 
organized and well conducted tax commission is recognized as essential 
to any state but it will be better to abolish the tax commission and let 
the cumbersome old machine blunder on to its final break-down than 
to continue under the present arrangement. Authority must be central- 
ized and the tax commission must be the central authority — a head must 
be found for this business organization and its affairs must be conducted 
along business lines. All the money spent in maintaining the three de- 
partments will be worse than wasted if no action is taken to centralize. 
The preliminary work has been largely accomplished and the savings made 
in the future must be made through administration. The tax commission 
has reached virtually everything it can reach without proper administra- 
tive machinery. With such machinery there is a vast field, not only 
in finding and placing upon the tax lists property now escaping but in 
equalizing the burden among the various tax payers. The one system 
means an administration by experts and modern efficiency while the other 
means muddling through. 

ANNUAL CONFERENCE OF TAX OFFICIALS. 

In the event of the passage of the county assessor law, provision should 
be made for an annual meeting of the assessors with the State Tax Com- 
mission. Nothing could be of such great practical assistance in the co- 
ordination and centralization of the tax system of the state. Such con- 
ferences are provided for by the more progressive states and have ex- 
erted a powerful influence in reforming tax abuses. They partake of the 
nature of a training school. The Tax Commission and other tax authorities 
and officials meet With the local assessors and the policies fixed upon 
are explained and the method of their enforcement elaborated. Values 
and methods are discussed and from the friction of mind results a shorter 
and better method of administration and newer and more accurate meth- 
ods of valuation. The central authority can personally instruct the as- 
sessors by lectures, answers to questions, mutual exchange of ideas and 
in the general discussion during the progress of the meeting, the local 
assessors can bring to the attention of the central authority the peculiar 
conditions in his county, its problems and can secure, if necessary, tho 
co-operation of the supervising power. 

Even in the event that the county assessor law fails, some provision 
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should be made for the county auditors to assemble once a year at the | 

call of the State Tax Commission to discuss problems of assessment. ! 

equalization and taxation. The State Tax Commission urges upon the j 

legislative assembly the great importance of such a meeting. It cannot 
be held except through provision of the state law. It is impossible to se- 
cure from all the counties of the state appropriations to meet the ex- 
penses of the officials, while attending this conference and without such 
expenses, only a very meager attendance can be secured. 
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CHAPTER V. 

INCREASED REVENUES. 

The revenues of the state have never been adequate to meet the ap- 
propriations ; each legislative assembly appropriates in excess of re- 
ceipts with the result that the state from June to the following Jan- 
uary is always six months behind its expenditures. During these 
months the revenues are largely from indirect sources and are wholly 
inadequate to meet expenditures. The new tax levy does not reach the 
state treasury in any volume until the latter part of May. This results 
in teachers, laborers, contractors, etc., being compelled to wait months 
for the money due them by the state, or else the institutions are com- 
pelled to borrow from banks. This condition of affairs ought not to exist. 

An increase in the revenue of the state such as would overcome the 
deficit would increase the assessed valuation by from fifty to a hundred 
million dollars and the increased burden would fall upon the property 
already bearing the great burden of taxation. 

Unquestionably it is poor policy to have a surplus in the treasury. 
It inevitably leads to extravagance. On the other hand it is quite as 
demoralizing to have a perpetual deficit. Last year through ruthless 
use of the veto power, Governor Frazier pared down the appropriations 
to within the receipts. The entering of the United States into the great 
world war and the resulting increase in the costs of all materials and 
labor, together with the special session, in a large measure upset the 
calculations of the chief executive and the state doubtless needs some in- 
crease in revenue, not less than $100,000 and probably considerably more 
than that amount to meet the increased cost of the operation of state 
institutions and activities. Instead of increasing the tax upon tangible 
property^ we recommend that new sources of revenue be tapped which 
have hitherto borne little or no part of the public burden. To secure 
funds to meet the normal increase and to provide a fund to gradually put 
the state upon a cash basis, so that the revenues of the current year will 
meet the expenditures of tha year, we recommend a privilege tax upon 
foreign corporations registering to do business in this state and a cor-, 
porate excess tax upon domestic and foreign corporations, a mortgage 
registration tax, and if necessary, a re-distribution of the revenues from 
the money and credits tax. It will be better to place one-half or all of 
the $300,000 or $350,000 derived from this source in the state treasury 
than to increase the assessed valuation of the property in the state from 
fifty to a hundred millions. 

CORPORATE PRIVILEGE TAX. 
North Dakota has always been peculiarly gracious to foreign corpora- 
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tions transacting business within its boundaries. They pay but a normal 
filing fee upon admission to transact business within the state and but 
a nominal fee each year when they file their annual report. The revenue 
from these sources is almost a negligable quantity. It would be difficult to 
discover another state in the Union where so lenient a policy has been 
so long pursued. A reasonable tax upon the privilege of transacting 
business in this state would be a just and equitable burden. 

Many corporations transacting business within the state are engaged 
in interestate commerce and are not subject to a tax upon their business 
or upon the Commodities sold in the state. Other corporations are en- . j 

gaged in loaning money throughout the state, and under the decision of 
4 the supreme court in the Wetz case* not taxable within the state. These 
two classes of corporations do an enormous business in North Dakota 
and take from the state annually millions of dollars in interest and profits 
and make no contributions whatever toward the maintenance of the state 
and local government. There are other corporations, big machinery com* 
parries, wholsesale companies, etc., who have agents within the state and 
are subject to a tax upon money and credits, in addition to a comparatively 
small amount of physical property, and yet do not bear anything like a \ 

proportionate share of the public burden. This tax would reach these 
corporations. 

The supreme court of the United States has repeatedly held that the 
creation of a corporation is a grant of privilege wholly within the dis- 
cretion of the state and that the admission of a corporation seeking ta 
operate in a foreign state, was entirely within their discretion. No cor- 
poration can do business in this state without the permission of the state. 
For the privilege of entering the state and transacting business the legis- 
lature may fix any conditions they deem advisable, which are not a burden 
upon interstate commerce and the supreme court of the United States, 
in cases cited in the foot-note of this chapter clearly define what con- 
stitutes a burden upon interstate commerce. A tax upon the states share of 
the capital stock allocated upon the basis of business transacted is one 
method of levying a privilege tax. Probably a preferable method is to 
levy a very light rate upon the total capital stock authorized, limiting 
the amount levied against any one corporation. 

The original Massachusetts law which was up-held by the supreme 
court of the United States in the Baltic Mining case, provides for a tax 
of one-fiftieth of one per cent on the authorized capital stock of every 
corporation transacting business in the state. The total tax upon each 
corporation to be limited to two thousand dollars. There are many 
methods employed by the various states to reach these corporations which 
it is not possible to even outline in a report of this nature. A tax upon 
the authorized capital stock of one-fiftienth of one per cent, limited to 
two thousand dollars on any one corporation, we estimate would bring 
into the general fund of the state not less than $150,000 annually. 

CORPORATE EXCESS TAX. 

Chapter 2110 of the compiled laws of 1913 provides for the assessment 
of the capital stock of corporations. This statute contains a wood-chuck: 
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which makes it worthless, both from the standpoint of administration and 
as a revenue producer. This statute should be repealed and a measure 
enacted providing for the assessment of the franchise or corporate ex- 
cess of corporations. 

The Rhode Island law is probably the best corporate excess law in 
this county. The California law is very similar. It provides that the 
actual going concern value of a corporation shall be arrived at, which 
may be done either by capitalization or by the stock and bond method, 
and from this is deducted all real and personal property otherwise as- 
sessed. The remainder is subject to a tax of three mills on the dollar. 
In- the case of foreign corporations, after arriving at the corporate ex- 
cess, the share of the state should be allocated upon a mileage basis or 
upon business transacted or in some other equitable manner, depending 
very largely upon the nature of the corporation, and a three mill tax 
levied upon the state's share of the corporate excess. This should be ap- 
plied alike to domestic and foreign corporations and ought to bring into 
the state treasury in the neighborhood of $150,000. Very likely it would 
produce a great deal more revenue but $150,000 annually would seem to 
be a very conservative estimate. 

This is an equitable tax. The ability to pay should measure the tax 
burden. Any corporation which is earning a return above its investment 
in tangible real and personal property and which has a going concern 
value above its actual physical value should pay a tax upon the property 
thus acquired. To assess simply the tangible property of a corporation 
without any regard to the excess value upon which the people are pay- 
ing returns, leaves an equitable factor out in any taxing system. We 
most heartily commend this principle to the consideration of the legis- 
lative assembly. 

MORTGAGE REGISTRATION TAX. 

The supreme court of North Dakota has held that farm loan eonr- 
panies located outside of the state, and who loan money upon North Da- 
kota realty, unless they have an authorized agent in the state who trans- 
acts the business, cannot be taxed upon mortgages on North Dakota real 
estate. Every money loaner situated beyond the boarders of the state 
can comply with the requirements of the decision of the court and escape 
taxation upon mortgages secured by real property within the state. This 
works a gross injustice upon money loaners within the state who are sub- 
ject to the mill tax on money and credits. It also completely cuts off 
this source of revenue. Since there is very little money loaned by resi- 
dents of this state upon North Dakota realty, very little revenue is de- 
rived from this source. 

To overcome this and secure both revenue and uniformity, this Com- 
mission recommends that a mortgage registration tax be imposed upon 
all mortgages registered in this state. This law is in force in Minnesota, 
Michigan and other eastern states. It provides that when an instrument 
is presented for recording that before it is recorded it must pay a cer- 
tain tax and that the fact that the tax has been paid must be plainly 
stamped upon the instrument before it can be recorded. The tax is- 
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graduated upon the life of the instrument. Ordinarily the instruments 
are divided into those running for five years or less and those running 
In excess of that time and a tax from. 15c to 50c per hundred is levied 
thereon. If a tax of 50c per hundred for an instrument running five 
years or less is required, then upon instruments running over five years, 
75c or some larger amount is levied. 

Such a measure ought to bring into the state treasury from $100,000 
to $i50,000 annually. The revenue will be greatly in excess of the revenue 
derived from mortgages at the the present time and will reach a class 
of corporations which it is utterly impossible to reach in any other way. 
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CHAPTER VI. 

AN IDEAL TAX SYSTEM. 

It is never advisable in reform legislation to advance faster than the 
public mind. Laws which are not understood or disapproved by the 
people can be enforced with but indifferent success. The first problem 
of the reformer is the education of the people. After this is accomplished 
the enactment and enforcement of laws are simple. 

This is especially true of taxation systems. Tax officials and tax ex- 
perts do not differ materially as to what constitutes the best system of 
taxation. The great majority "of men who have made a life study of 
taxation agree that a land tax supplemented by an income tax, together 
with an inheritance tax and certain corporation privilege taxes, and pos- 
sibly a limited number of fees, would constitute an ideal system for se- 
curing the revenue to carry on the activities of the state and its local 
subdivisions. 

The income tax, levied in proportion to the ability to pay, is unques- 
tionably the most scientific of all taxes. It has been in vogue in England 
for more than a century, having been advocated and put into operation 
by that greatest of all English public financiers, the Younger Pitt. It 
is used today as the principal source of revenue in virtually all European 
countries. It is difficult of administration and yet with the proper ad- 
ministrative machinery it is possible to enforce it with very little in- 
equality. 

Public financiers have never been able to apply an income tax to land 
with anything like satisfactory results. It has been attempted time and 
again, but with indifferent success. A land tax undoubtedly becomes 
capitalized and is thus indirectly a tax upon income. A land tax ac- 
cording to value, or according to acreage, is in vogue the world over. 
It is possible that it will never be found desirable by students of public 
finance to discard the land tax. 

It is generally conceded by economists and statesmen that the tax on 
personal property according to value is an utter failure. All taxes ac- 
cording to value upon personal property should be abolished and in lieu 
thereon a tax upon incomes levied. In the case of- public service cor- 
porations it should be accompanied by a franchise tax; it should sup- 
plement all taxes according to value, percentage taxes, such as the money 
and credits tax, occupation taxes, business taxes, eta With the land 
tax it should constitute the great source of income. 

All taxes upon improvements on realty of every description should be 
abolished. The realty should take over the burden heretofore borne by 
improvements. Any tax on consumptive goods is a tax upon thrift and 
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industry and can but have a tendency to retard business development — 
retard the production of goods and their distribution. 

The inheritance tax will doubtless be one of the main sources of in- 
come of the future state. It will be used not only as a source of revenue, 
but as a corrective measure; it will be used to redistribute wealth and 
overcome the tendency of the modern industrial world to mass prop- 
erty in the hands of a compartively few men. 

Certain privilege taxes, such as taxes upon corporations registered to 
do business in a foreign state, will doubtless survive ; they will be more 
regularity in their nature than otherwise. Through such taxes is the 
only way to reach certain kinds of business which is being transacted 
within a state and is a valuable supplementary source of income; such 
taxes will doubtless survive. 

Fees, where the payment fairly represents the service rendered, will 
also survive and doubtless be a source of * some revenue in the future. 
Such fees, of course, are not taxes in the technical sense, but are pay- 
ments for services rendered. 

This Commission does not urge the adoption of such a system of tax- 
ation at this time, but it does urge that legislation be adopted looking 
toward such an end. By the introduction of and discussion of measures 
public attention will be directed to those problems ' and progress made. 
It is a question, of course, in an agricultural state, such as North Da- 
kota, whether or not the time has arrived for the adoption of an 
income tax, but without doubt some step in that direction ought to be 
taken. Possibly it should be taken by adopting an income tax, such as 
was adopted two years ago in Massachusets, in lieu of a mill tax on 
money and credits; or perhaps, a light tax might be imposed in addition 
to the general property tax. 

A number of states, most notably Connecticut, are levying a small tax 
rate on incomes based upon the reports to the Federal government. The 
taxpayer is required to return a duplicate report' to the Tax Commission 
of their report to the Federal government. Upon returns so made is 
levied a supplementary tax in addition to the personal property tax. 
Such a method has much to commend it, especially in North Dakota. 
Many professional men, doctors, lawyers, etc., have very large incomes, 
but pay very little or no tax. They may be taxed upon a little office 
equipment and furniture, and possibly upon a home, household goods and 
some miscellaneous property, but most of them escape with a very light 
tax. All of the property of this state, apart from land, certain public 
utilities and bank stock are assessed at either five or twenty per cent, 
of their actual value, yet the former is assessed at thirty per cent A 
light supplementary tax would but tend to equalize the tax burden. In 
order that some beginning might be made looking toward an income tax, 
this Commission recommends that a small rate of tax be levied upon the 
income of all owners of property of Classes two and three of the Classi- 
fication Act, and that the tax be based upon duplicate reports made to 
the Federal government for the purpose of levying the Federal income tax. 
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CHAPTER VII. 

DISTRIBUTION OF UTILITY TAXES. 

Great Injustice has been done local subdivisions of the state govern- 
ment by the present method of assessing public service corporations. A 
school district through which a line of railroad passes absorbs all of the 
school revenues of that particular section of the road. This is true of 
every local subdivision. A school district lying adjacent to, but not 
crossed by a line of railroad, may furnish quite as much business for 
the railroad and yet receive no revenue from it. This results not only 
in Telieving property generally from the public school tax burden, but 
results in the railroads bearing a lighter portion of the school burden 
than non-railroad property. The high railroad valuation results in com- 
paratively low levies in school districts traversed by many lines of rail- 
way. The result is that schools of the state are deprived of revenue 
and the railroads escape with less than their just burden. 

This can be remedied by paying all railroad taxes into the state treas- 
ury and having them pro-rated out to the state. The average levy for 
each subdivision for the previous year could be levied against 1 the 
property of public utilties, the tax paid into the state treasury and 
pro-rated out to school dstricts and other subdivisions in proportion 
to their assessed valuation. The constitutionality of such a method 
has been questioned as wanting in uniformity. If it is found that 
this method is not constitutional then some other method should be de- 
vised whereby the tax from utilities can be allocated to all of the sub- 
divisions in some equitable manner. 
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CHAPTER VIII. 



TAXABLE PROPERTY. 

• 

In accordance with the provisions of Section 2088, Compiled Laws of 
North Dakota for the year 1913, as amended by Chapter 59 of the Ses- 
sion Laws of 1917, we submit herewith a statement of the taxable property 
of the state and the values placed thereon by the tax officials for assess- 
ment in the year 1918. In our statement we have arranged the property 
of the state as classified by the Legislative Assembly in 1917. The items 
appear here first, as classified, and second, in the order they appear on) 
the 1918 tax schedule. 

CLASS I. 



Farm lands 

Town and City Lots 

Railroads 

Bank Stocks 

Express property 

Telephones 

Street Railways 



$221,459,525 

15,340,001 

77,844,467 

5,498,705 

900,807 

721,312 

90,365 



Total 11321,855,182 



CLASS II. 



HORSES— 

One year old and under , 

Two years old 

Three years old and over 

Stallions 

CATTLE— 

One year old , 

Two years old 

Three years old 

Bulls 



Mules of every age f 

Sheep of every age ; 

Hogs of ever y age 

Agricultural- Tools, Implements, Etc., including handy gas engines 

Threshing outfits 

Gas or steam tractor or threshing engines 

Bicycles 

Hacks , drays , etc 

Harness, Saddlery, etc 

Steam and Gasoline motor boats 

Elevators 

Machinery and equipment, flour and seed mills ^ 

Buildings nad improvements U. S. Land 

Manufacturers tools 

Stocks of goods and merchandise 

Oil Tanks on leased sites 

Hotel, restaurant, office and store furniture, fixtures and equip- 
ment 

Equipment of pool halls, moving picture shows, etc 

Franchises, patents, royalists 

Electric light plants 

Gas plants 

Water works 

Any property not listable under any foregoing item 

Structures on Village and City Lots 



Total 



722,014 

1,004,276 

12,298,761 

306,560 

1,659,450 

1,808,205 

6,001,560 
313,702 
163,036 
398,680 
682,325 

3,015,776 
708,474 

1,192,415 
2,329 

1,301,355 

863,432 

9,343 

2,721,952 
180,102 
648,597 
500,499 

9,737,677 
89,317 

993,154 

168,190 
11,037 

609,691 
51,930 
51,979 

586,085 
20,578,287 



CLASS III. 



Household goods and wearing apparel .... 

Pianos and victrolas 

Structures and Improvements, Farm Land 



Total 



Total state assessed value excepting money and credits. 
Money and Credits 



$ 69,380,190 

1,974,631 

356,451 

7,938,144 



10,269,226 



$401,504,598 
101,369,000 
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We recommended to the 1917 Legislature a classification of all tfce 
different kinds of property of the state, placing land, railroads, tele- 
graph, express and bank stocks in Class I, and assessing it at thirty per 
cent of its full value. Household goods, wearing apparel, farm structures, 
and improvements were placed in Class III, a favored class, and assessed 
at but five per cent of its full value. Money and credits were specifically 
taxed at a - flat rate of three mills upon the dollar, and all other property 
was placed in class II, and assessed at twenty per cent, of its full value. 
This law did not become effective until July 1st, 1917, and under an 
opinion of the attorney general it could not be applied to the 1917 hs- 
sessment, therefore, the year 1918 is the first year in which this classi- 
fication has been in operation. While at this writing full returns under 
the law are not yet obtainable, sufficient is available to indicate the 
wisdom of such a law and the fixing of different percentages of value 
to the different kinds of property so that each class of property and each 
person shall be called upon to pay taxes according to the tax paying 
ability of the person or property taxed. 

While the law as applied to the 1918 assessment was in the main very 
satisfactory, yet, ajs expected, it has been demonstrated that some changes 
in itemizing the different properties into classes can be made with profit. 

We are of the opinion that telephone lines, stocks of merchandise, water- 
works system, electric light and gas plants, automobiles, not otherwise 
taxed, motor trucks, and other power diven cars, flour mills, elevators, 
warehouses, stocks of merchandise, leased sites, franchises and royalties, 
should be taken from Class II. and placed in Classl. where it would bear 
the higher rate of percentage of value. 

Class III, as it now stands enumerate those items of property which 
come within the favored class. We place here household goods, wearing 
apparel and structures upon farm land. As soon as any of this property 
is acquired it depreciates in its sale value by a heavy percentage. It 
is a class of property, the acquisition of which should be encouraged 
rather than discouraged. Household goods and wearing apparel have no 
tax paying ability, while a heavy tax upon structures upon farm land 
penalizes the farmer who resides upon and improves his land to the 
benefit of all land owners. The party holding land who does not im- 
prove it, is enriched by the increased value caused by the improvements 
made by the adjoining farmer. Upon stocks, bonds, moneys and credits 
there is no difference of opinion as to its being properly within the fa- 
vored class for taxation purposes. No student of taxation contends that it 
should be taxed under the general property law as other property, for 
such method has proven a failure in every country in the world, and 
every one of the United States that has tried it. The greatest amount of 
taxes can be secured from moneys and credits by the enactment of a 
mill, flat rate, or income tax law. 

Upon our recommendation to the 1917 Legislature the mill tax law was 
passed for the taxing of money and credits. The returns of the 1918 
assessors with the great increased assessment of millions of money and 
credits over former years demonstrate the wisdom of such an enact- 
ment. And even with this greatly increased assessment, it is the con- 
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tention of the tax commission that the state has not secured a full tax- 
ation, but we believe with renewed efforts upon the part of the tax com- 
mission and tax officials generally, we will in 1919 reach the larger 
percentage of intangible property and thereby add a larger amount of 
tax paying property to the tax rolls of the state. 
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CHAPTER IX. 

PROPERTY STATEMENT OF THE STATE OF NORTH DAKOTA. 

The object of this chapter is to assemble in one place and to furnish a 
condensed summary of all the property and debts of the state under a 
single heading, with such explanatory notes as may seerg advisable for 
a proper understanding of the statement. 

In the enactment of laws affecting any of the state's institutions, or its 
property, it is desirable that the total investment by the state in that 
property and its relative value and importance to other state property 
shall be had in mind. 

Such a statement as is here given presents facts and gives a general 
knowledge without it being necessary to resort to the reports of the dif- 
ferent departments of state, and reducing the matter there given to a con- 
densed form. 

STATEMENT 
July 1st, 1918. 

RESOURCES 

1. Permanent Funds: — 

Bonds $ 9,787,253.60 

Farm Loans 5,664, 670. t)0 

Farm Land Contracts 11,398,694.09 

Cash on hand •. 88,797.91 $26,939,415.60 

2. State Land Unsold: — 

1,547,117.40 Acres 22,242,617.00 

3. Military — Devils Lake: — 

Buildings 6,750.00 

4. Educational Institutions: — 

University of North Dakota, Grand Forks: — 

Buildings and Site $ 623,980.00 

Building Stations ■. 12,500.00 

Equipment 321,154.00 

Equipment at Stations 72,898.60 

980,532.60 
Agricultural College, Fargo: — 

Buildings and Site $ 690,000.00 

Buildings at Stations 92,085.00 

Equipment 353,937.00 

Equipment at Stations 37,522.00 

Demonstration Farm 5,000.00 $1,178,544.00 



* 



Valley City Normal: — 

Buildings and Site $ 353,850.00 

Equipment 69,319.00 $ 423,169.90 

Mayvllle Normal: — 

Buildings and Site $ 278,975.00 

Equipment 51,296.15 $ 330,271.15 

Minot Normal: — 

Buildings and Site $ 286,068.50 

Equipment 31,414.79 $ 317,483.29 



► 
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Dickinson Normal: — 

Buildings and Site $ 9,000.00 

Equipment '. $ 9,000.00 

Ellendale Industrial School: — 

Buildings and Site $ 145,447.70 

Equipment 49,224.00 $ 194,671.70 

Wahpeton School of Science: — 

Buildings and Site $ 146,520.00 

Equipment 34,891.76 $ 181,411.76 

Bottineau School of Forestry: — 

Buildings and Site $ 55,445.00 

Equipment 8,999.35 

Public Library: — 

Equipment 8,999.35 $ 64,444.35 

Library 29,126.75 $ 31,260.14 

5. State Capitol, Charitable and Penal Institutions: — 

Capitol, Bismarck: — 

Buildings $ 200,000.00 

Equipment 150,000.00 

Law Library 85 , 000 . 00 

Supply Department 2,545.72 $ 437,545.72 

Tuberculosis Sanitarium, Dunheith: — 

Buildings and Site $ 98,987.00 

Equipment 31,047.74 $ 130,034.74 

School for the Blind: — 

Buildings and Site $ 89,525.00 

Equipment .1 14,018.32 $ 103,543.32 

Institution for Feeble Minded, Grafton: — 

Buildings and Site $ 214,407.52 

Equipment 69,654.53 $ 284,062.05 

School for the Deaf, Devils Lake: 

Buildings and Site $ 177 , 000 . 00 

Equipment 28,664.13 $ 205,664.13 

Hospital for the Insane, Jamestown: — 

Buildings and Site $1,276,558.67 

Equipment 142,058.18 $ 1,418,616.85 

Penitentiary, Bismarck: — 

Buildings and Site * $ 293,791.16 

Equipment 93,281.27 

Twine Plant— Buildings 32,392.46 

Equipment 165,355.55 

Brick Yard— Buildings 4,775.00 

Equipment 10,715.54 $ 600,310.98 

Reform School, Mandan: — 

Buildings and Site $ 11.5 , 00 1 . 40 

Equipment 10,998.55 $ 126,003.45 

6. Cash on hand: — 

State Sinking and Interest Fund $ ll,033.t)0 

Grand Total $56,216,385.73 

LIABILITIES 

7. Bonded Indebtedness: — 

State Refunding $ 30,000.00 

State Revenue 150,000.00 

Territorial Funding 95,000.00 

University Construction 30 , 000 . 00 

University Refunding 20,000.00 

Penitentiary Refunding 29,000.00 

Reform School * 20,000.00 

Capitol Building Warrants 38 , 000 . 00 

Total $ 412,000.00 

Net Balance $55,804,385.73 

Grand Total '. $56,216,385.73 
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1. Permanent Funds : 
In permanent funds is given the total of state funds belonging to the 

common schools and state institutions which are invested in municipal 
bonds,'farm mortgages, balances due upon contracts for deeds in connec- 
tion with state land sold and cash in the treasury awaiting investment. 

2. State Lands: 

We have given the number of acres of land belonging to the state which 
remains unsold and have attempted to place a valuation thereon. The 
total valuation carried out is secured by taking the number of acres of 
unsold land remaining in each county and multiplying it by the full value 
as we have found it to be by assuming that the average assessed value of 
the county as left by the State Board of Equalization in 1918 is thirty per 
cent of the average full value for the county. It may be contended that 
land is not assessed at thirty per cent of its full value. The Tax Com- 
mission has during the past four years made an extensive investigation 
of the values of land, and have compiled its findings as to the average 
value per acre in each county. We have applied these findings to the 
number of acres of unsold state land in each county and find its value 
to be considerable more than is found by the assessed valuation method 
used in this statement. We feel, therefore, that the value of this land ex- 
ceeds the amount placed thereon in the above statement. 

4. Educational Institutions: 

Th valuation placed upon the educational buildings and equipment is 
secured from the State Board of Regents. It is the same values as are 
placed thereon in the reports from the several institutions on July 1st, 
1918. While these properties have cost the state far in excess of the - ^- 
amount at which it is appraised, yet it is fair to assume that the values 
given herein are reasonable. 

5. Capitol, Charitable and Penal Institutions: 

The figures for the charitable and penal institutions are secured from the 
Board of Control, and are, like those of the educational institutions the 
same as shown in the July 1st, 1918, reports from these institutions and 
approved by the Board of Control as reasonable valuations upon the 
property named. 

6. State Sinking and Interest Fund : 

Under the law the state is required to levy a sufficient sum each year 
upon all the assessable property of the state to pay the interest and provide 
for the ultimate payment of all state bonds. At present the state has in 
this fund $11,033.00. As soon as a considerable sum is ■ accumulated • in 
the fund in excess of sufficient amount to pay maturing interest the money 
Is used to retire the principal indebtedness. 

7. State Bond Indebtedness: 
^ Under this item we give a full statement of the bonded indebtedness of 
the state. Of these bonds $255,000.00 is owned by the State of North 
Dakota and held as an investment by the Common School fund. The 
balance of $157,000.00 is owned by individuals. Bonds of the state which 
have not been bought up with its own funds mature as follows : 
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In 1920 $ 10,000.00 

In 1021 75,000.00 

In 1023 30,000.00 

In 1027 42,000.00 

$157,000.00 

In this statement we have not attempted to list funds in the state 
treasury which are there awaiting expenditure under appropriations made 
by the legislature. It is safe to state that all such funds will be needed 
and expended for current expenses of the state and its institutions. 
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53,981.90 



22,196.70 
75,638.41 



147,996.25 

'24,'i40.'55 

108,327.71 

7,359.00 

19,497.39 



71,543.97 
24,000.00 
13,700.00 



4,500.00 



54,506.90 

i06, 923170 
157,000.00 



30,000.00 
2,275.00 



30,000.00 
17,000.00 



2,000.00 
203,858.00 



$ 49,500.00 



58,488.65! 
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10,000.00! 



150,000.00 
75,368.60 



50,000.00 
53,981.90 
62,000.00 
92,000.00 
127,532.28 
341,638.41 



147,996.25 
55,000.00 
180,240.55 
108,327.71 
22,359.00 
34,497.39 
75,000.00 



200,000.00 

202,208.13 

58,000.00 

13,770.00 

50,000.00 



54,500.00 



234,506.90 
27,000.00 
166,923.70 
188,000.00 
100,000.00 



65,000.00 
87,275.00 
71,000.00 
35,000.00 



4,809.69 



75,000.00 
67,000.00 



24,500.00 
203,858.00 



58,488.65 
17,000.00 
10,000.00 



300, 0O0. 0> 
202,868.60 



$1,470,372.83|$3,916,782.26 
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